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Calendar of Events 

May 4—Regular Meeting of the Board 
of Directors. 

May 8—7:45 P. M.—Annual Meeting 
of the Society. Location: Waldorf- 
Astoria Hotel, Lexington Avenue 
and 49th Street, New York. 
Speaker: Frank C. Moore, Comp- 
troller of the State of New York. 

June 22—Regular Meeting of the 
3oard of Directors. 

September 7-8— Eleventh Annual 
Regional Chapter Conference. Lo- 
cation: The Sagamore Hotel, Bol- 
ton Landing, Lake George, New 
York. 

October 9—Regular Meeting of the 
Society. Location: Waldorf-Astoria 
Hotel, New York. 





Membership for Committees 

In order to facilitate the appoint- 
ment of committees for the year 
1944-45, President-elect Horne re- 
quests that members desirous of serv- 
ing on technical committees of the 
Society (a list of which appears in 
the Year Book) advise the Society’s 
office concerning those on which they 
feel qualified to serve. Committees 
will be selected during the summer 
and will take effect on October 1, 
1944, 

Members expressing a desire to 
serve on committees and accepting 
committee appointments should real- 
ize that acceptance conveys a will- 
ingness to assume the responsibili- 
ties of a member of the committee. 
and to attend meetings and work 
on the activities of the committee. 





Election of Officers 
On May 8, 1944, the election of 
officers and directors of the Society 
for the forthcoming year was held at 
the Waldorf-Astoria Hotel. The 
Nominating Committee submitted 
the names of the following officers 


May, 1944 


and directors for the ensuing year, 
who were subsequently elected to 


office. They will assume office on 
October 1, 1944. 

OFFICERS 
Henry A. HOorRNp...2... 3% President 


Wm. R. Dona.pson. .First Vice-Pres. 
PrRIoR SINCLAIR...Second Vice-Pres. 


CuHartes H. Towns....... Secretary 
Harry E. VANBENSCHOTEN..Treas. 
DIRECTORS 


(For a Period of Three Years) 

Tuomas F. Conroy 

HENRY HoMEs 

Roy B. KEstTER 

SAUL LEvy 

Henry E. MENDES 
DIRECTOR 
(For a Period of One Year) 
WILLIAM EyrRE 


Mr. Horne, in accepting his election 
as President of the Society, spoke as 
follows: 

This is a great responsibility that 
you have entrusted to me. The ad- 
ministration of the affairs of our 
Society in this time of war calls for 
an,amount of wisdom and patience 
that may not be fully available when 
most needed. I shall take up the 
burden with grave respect but with 
serene confidence that my fellow 
officers and directors, so wisely se- 
lected by you, will join with me in 
team-work that will bring about a 
successful administration. 

I thank you for this proof of your 
friendship. Some of us have been 
friends for all the thirty-two years 
during which it has been my privi- 
lege to be a member of this great 
professional society. Others have 
been friends for shorter periods of 
time. But—we have been friends— 
and the foremost thought in my 
mind at the present time is to thank 
you for that friendship. 

This is a time of great events. It 
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may well be that, as we sit here 
tonight, the greatest military ad- 
venture of all time is being launched. 
Our men will be in it and some of 
them will be lost. Our men—mem- 
bers of this society—were in the 
assault at Casablanca and in the 
landings on Sicily. That is what we 
expect of our men because they are 
men—in every sense of the word. 
Our men are Americans—patriotic, 
intelligent and resourceful. The 
young men are in uniform, following 
the flag on the land, at sea, and in 
the air. Older men are giving their 
services to the nation in the places 
where best they can use the skills, 
competencies and abilities that have 
become theirs through years of pro- 
fessional practice. 

The independent certified public 
accountant is now held in high 
esteem. A half-century of experience 
has made the American business world 
aware of the two outstanding char- 
acteristics of professional account- 
ancy: first, integrity of character 
and, secondly, competence in the 
performance of technical tasks. 

In the months and years that lie 
ahead we shall need all that we have 
of integrity of character and of tech- 
nical skill. As we grope forward 
into the future we can discern the 
shape of some of the tasks of ac- 
countancy. First is the task of ac- 
counting for the termination of war 
contracts. All Americans eagerly 
look for the Day of Victory. Ter- 
minations are but a thin stream now, 
but victory will bring with it a flood 
of cancellations and terminations. 
Business and the Government will 
make demands on us in respect of 
the preparation of settlement claims 
that will call for all our intelligence 
and for all the strength of character 
that we should have. 

Secondly, I think of the crying 
need for the simplification of the 
incredible hodge-podge into which 
our taxing systems (both Federal 
and State) have fallen. For years 
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our Society has been advocating a 
revision of taxation. Now is the 
time for action. 

Thirdly, our post-war business 
structure will need many adjust- 
ments that will be brought about 
by mergers, consolidations, refinane- 
ings, and some liquidations. These 
are matters wherein the professional 
accountants’ interpretation of finan- 
cial history will be of prime im- 
portance. 

In these matters, as in all fields 
of our activity as independent ac- 
countants, the high ethical standards 
that have characterized professional 
accountancy throughout its entire 
history must be maintained. 

We are not special pleaders. We 
tell the truth. 


April Meeting 

The papers presented at the April 
10, 1944, meeting of the Society on 
the subject of “Termination of Gov- 
ernment: Contracts in War and 
Peace” are printed in this issue with 
the exception of the paper presented 
by Charles J. Dunleavy, Chief Audi- 
tor of the New York Ordnance 
District. 

Due to the fact that termination 
procedures outlined by Mr. Dun- 
leavy have changed since his presen- 
tation he requested that the article 
not be published. 

ae RNR 
E. Harold C. Clark 

E. Harold C. Clark, a member of 
the Society since September 1941, 
passed away on April 12, 1944. 

Berthold J. Joerger 
serthold J. Joerger, a member of 
the Society since November 1936, 
passed away on April 11, 1944. 


Arthur Lehmann 

Arthur Lehmann, a member of the 
Society since March 1943, passed 
away on April 14, 1944. 

The Society has suffered a great 
loss in the passing of these valued 
and esteemed members. 
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The Accounting Aspects of War 


Contract Termination 


By CoMMANDER J. Haroitp Stewart, S.C., U.S.N.R. 


HERE has been so much said 

and written about the termina- 
tion of Government war contracts 
that it is difficult to distinguish the 
authoritative matter from that which 
is speculative. I should like to make 
it clear at the outset that what I 
may say represents my personal opin- 
ion with respect to the matters dis- 
cussed and should not be construed 
to be an official pronouncement on 
behalf of the Navy Department. 

For several years now, those of 
you on the production front have 
been struggling with the vast prob- 
lems of converting a peacetime in- 
dustrial set-up to the requirements 
of total war. The problems of ac- 
quiring machine tools, facilities, criti- 
cal materials and manpower have 
had to be met. In meeting these 
problems, a substantial part of the 
burden has fallen upon the account- 
ing profession. The war is not yet 
won, but the established success with 
which production problems have been 
met augurs well for the ability of 
industry to meet the equally per- 
plexing problems of war contract 
termination and post-war readjust- 
ment. Substantial progress has been 
made in preparing for the reconver- 
sion of industry in the light of the 
tremendous importance which such 
reconversion will have in shaping 
the future of our nation. 

As you know, Mr. Bernard M. 
Baruch and Mr. John M. Hancock, 
acting under instructions from the 
Director of the Office of War Mo- 
bilization, have completed an ex- 
haustive study which resulted in a 
report on War and Post-War Ad- 
justment Policies, dated February 
15, 1944. Most of you are undoubt- 
edly familiar with the essence of 
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that report. Likewise, several Con- 
gressional committees have directed 
their attention to the problem, nota- 
bly the Senate Military Affairs Com- 
mittee, headed by Senator Murray, 
and the Special Committee on Post- 
War Economic Policy and Planning, 
headed by Senator George. In sub- 
stance their conclusions as to proce- 
dures are analagous, the principal 
difference of concept being as to who 
should be responsible for directing 
the procedures. 

The essence of successful contract 
termination is speed. We can lose 
billions of dollars through delay in 
getting into peacetime production 
when the war is over. Each week 
of delay in consummating a termi- 
nation results in additional expense 
to the Government, particularly due 
to the loss of productive activity of 
industry. The consequence of de- 
lay will be such that the country 
cannot afford the existence of any 
impediment to speedy contract set- 
tlement. 

A negotiated settlement, it is felt, 
affords the best avenue to the at- 
tainment of a speedy result. The 
propriety of negotiating a settlement 
between a Government contracting 
officer and a contractor has been 
affirmed by the Supreme Court of 
the United States, and it is the usual 
method employed in the settlement 
of commercial transactions. If ne- 
gotiation is not possible, settlement 
under a prescribed formuJa would 
appear likewise to be impossible. 
As you know, there are many mat- 
ters of accounting principle which 
cannot be defined precisely in a formu- 
la and in respect of which there can 
be honest differences of opinion. These 
differences can be resolved only by 
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negotiation or judicial interpreta- 
tion. Both from the standpoint of 
the Government and industry, it is 
preferable that there be reasonable 
justice speedily obtained rather than 
meticulous justice slowly arrived at. 

The principal sufferers from delay 
will be the small and moderate-sized 
contractors. The larger industries 
of the country can presumably bear 
the load better. In many cases they 
have their national reputations and 
established credit status and a di- 
versity of operations which reduces 
the shock. The smaller contractor 
with credit problems and a much 
more serious labor problem due to 
his lack of diversity must obtain 
speedy relief from the stagnation 
which can follow contract termina- 
tion. Labor can likewise suffer se- 
verely from delay: If termination 
funds are not forthcoming season- 
ably, payrolls cannot be met and 
shutdowns and lay-offs will be in- 
evitable. Consequently, every effort 
should be bent toward speedily ne- 
gotiated settlements, subordinating 
as far as possible the accounting 
features. 

There has been a fear on the part 
of some that the accounting aspects 
of war contract termination may be 
over-emphasized. I believe that any 
accountant concerned with the prob- 
lem will and should use every device 
to reduce the accounting burdens in- 
cident to termination to a minimum. 
It is, however, inescapable that in think- 
ing of their claims against the Govern- 
ment, the first thought of contractors 
is that they be reimbursed for their 
financial outlay which can be meas- 
ured only in accounting terms. In 
effecting a negotiated settlement, the 
role of the accountant is advisory 
rather than determinative. How- 
ever, accounting skill of the highest 
order is required to furnish compe- 
tent advice without unnecessarily 
detailed procedures. 

Several constructive steps have 
been taken in the direction of clarify- 
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ing the accounting philosophy which 
will govern termination settlements. 

As you know, the Baruch Commit- 
tee, with the aid of the war agencies 
and industry, developed a uniform 
termination article for fixed-price 
supply contracts. Although this ar- 
ticle is not yet embodied generally 
in war contracts and subcontracts, 
the Statement of Principles for De- 
termination of Costs, which is incor- 
porated in the article by reference, 
indicates the cost concept which will 
be applied by the procurement 
agencies in reviewing the financial 
representations of war contractors, 

The genesis of this statement may 
be of some interest to you. It is the 
result of the work of a subcommittee 
composed of representatives of the 
several procurement agencies under 
the direction of the Joint Contract 
Termination Board. In preparing 
the statement, the committee had the 
advice and assistance of outstanding 
industrial accountants, public ac- 
countants and representatives of in- 
dustry. Undoubtedly you have 
noticed that the cost philosophy ap- 
plied to the termination of a fixed- 
price supply contract differs from 
that applied in determining costs 
under Government cost-plus-fixed- 
fee contracts. The reasons for this 
are, of course, apparent. The fixed- 
price contractor assumes risks which 
the cost-plus-fixed-fee contractor 
does not and, in consequence, is en- 
titled to greater latitude in the mat- 
ter of cost inclusions in his fixed-price. 

It should be noted particularly 
that the Statement of Principles in- 
dicates that the costs contemplated 
are those sanctioned by recognized 
commercial accounting practices and 
are intended to include those direct 
and indirect manufacturing, selling 
and distribution, administration, and 
other costs incurred which are rea- 
sonably necessary for the perform- 
ance of the contract, and are properly 


allocable or apportionable under 
such practices to the contract. Gen- 
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erally speaking, in considering the 
contractor’s costs, there will be in- 
cluded those elements of cost which 
were included in his fixed price. The 
Statement of Cost Principles in- 
cludes specific comments on certain 
costs because of their particular sig- 
nificance, these being common in- 
ventory, common claims of subcon- 
tractors, depreciation, experimental 
and research expense, engineering 
and development, special tooling, 
loss on facilities, special leases, ad- 
vertising, interest, settlement ex- 
penses, protection and disposition of 
property, and high initial costs. 
These were mentioned specifically 
because many questions had been 
raised with respect to the extent of 
their inclusion and there appeared 
to be a general demand for informa- 
tion as to their treatment. 

At this point, I think we may 
profitably review the treatment of 
some of these items. 

Inventory —It should be recog- 
nized that there are questions and 
factors encountered in the termina- 
tion of a contract which would not 
have been met in its fulfillment. Ordi- 
narily, the only termination costs 
which must be ascertained are those 
related to the inventory of raw mate- 
rials at the effective date of termina- 
tion and to work then in progress. 
It is unnecessary to consider costs 
of completed articles because with 
respect to them the contract unit 
price is controlling. Inventory costs 
are determined on the basis of the 
method consistently used by the con- 
tractor if that method meets the test 
of generally accepted accounting 
principles. The inventory quantities 
cannot exceed the quantitative re- 
quirements of the contract to be com- 
pleted. Even then, quantities acquire 
through unreasonable advance buy- 
ing or in violation of legal restric- 
tions on acquired inventory may be 
excluded. Where the character of 
the inventory is such that it is com- 
mon to the work performed under 
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the terminated contract and to other 
work of the contractor, a fair alloca- 
tion of such items of inventory to 
both classes of work must be made. 
This allocation should usually be 
made in conjunction with the alloca- 
tion, of claims of subcontractors 
which are common to the contract 
and to other work of the contractor. 
The several categories of inventory, 
that is, finished goods, work in 
process, and raw materials, will ordi- 
narily be determined as they exist 
at the time of termination. Undoubt- 
edly there will be cases in which the 
distinction between classes of inven- 
tory will be difficult and it is in- 
tended that the accounting require- 
ments be administered reasonably. 
For example, there may be cases in 
which manufactured parts or sub- 
assemblies may be identical with 
purchased parts, and the requirement 
of reporting them separately must be 
waived. The cost of work in process 
includes the usual elements of mate- 
rial, labor and overhead. Overhead 
allocable to other work of the con- 
tractor and costs treated as direct 
charges to the termination settle- 
ment shouid be excluded in deter- 
mining overhead applicable to work 
in process. The proper determina- 
tion of overhead, I think you will 
agree, is the area in which the great- 
est differences of opinion between 
the contractor and the Government 
will arise. 

Depreciation — Depreciation may 
be included as an element of cost at 
appropriate rates on buildings, ma- 
chinery and equipment, and other 
facilities, including such amounts for 
obsolescence due to progress in the 
arts and such other factors as are 
ordinarily given consideration in de- 
termining depreciation rates. De- 
preciation as such shall not include 
the loss of useful value of facilities ac- 
quired particularly for a contract, which 
loss results from the termination. 
Such a loss will receive considera- 
tion in another manner as I shall in- 
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dicate later. Appropriate rates are 
not necessarily the rates claimed for 
federal income tax purposes and 
amortization of facilities covered by 
certificates of necessity will not be 
recognized as an element of cost to 
the extent that such amortization ex- 
ceeds the allowable depreciation had 
assets not been covered by certifi- 
cates of necessity. 


Experimental and Research Ex- 
pense—It is provided that general 
experimental and research expense 
to the extent consistent with an 
established prewar program or to the 
extent related to war purposes may 
be included in the contractor’s claim. 
It is not intended that experimental 
and research expense related par- 
ticularly to the development of post- 
war products shall be allowed. In 
most industries the segregation of 
the expenditure for research «nd de- 
velopment is most difficult. In these 
cases where it has been a practice of 
long standing to conduct an experi- 
mental program, segregation is not 
particularly important, as current 
periods are obtaining the benefit of 
expenditures in prior periods, and at- 
tention need be directed only to the 
elimination of any unusual expendi- 
ture of this type. 


Loss of Facilities—In the absence 
of special contractual. provisions, loss 
on facilities will be subjected to par- 
ticular scrutiny as it has been an 
established procurement policy not 
to include payment for facilities in 
contract prices without a special con- 
tract provision. 


Special Leases— The Provision 
which allows the inclusion of losses 
with respect to the cancellation or 
disposal of special leases must be 
administered carefully from the 
Government’s standpoint. It should 
be noted that only reasonable lease 
provisions will be recognized and it 
must be shown clearly that the lease 
was related to the performance of 
the contract under consideration and 
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does not represent an ordinary busi- 
ness risk. 


Advertising—It is provided that 
advertising expense shall be allowed 
to the extent consistent with the 
pre-war program or to the extent 
reasonable under the circumstances, 
Advertising will probably be a con- 
troversial item. As you know, ex- 
cept to a very limited degree, it has 
never been recognized as an element 
of cost of performing Government 
cost-plus-fixed-fee contracts. How- 
ever, institutional advertising has 
had the blessing of the War Produc- 
tion Board and contractors have pro- 
ceeded to make expenditures con- 
sonant with an expressed Govern- 
ment policy. It has been recognized 
that war producers are entitled to ad- 
vertise to keep their names before 
the consuming public and the cost 
of such advertising has been included 
in the fixed prices which would have 
been realized had war contracts been 
completed. 


Limitation of Certain Costs—The 
items of experimental and research 
expense, engineering, development 
and special tooling, loss on facilities, 
special leases, and advertising can- 
not in the aggregate exceed the 
amount which would have been avail- 
able from the contract price to cover 
these items if the contract had been 
completed, after considering all other 
costs which would have been re- 
quired to complete it. In other words, 
these costs are available to the con- 
tractor to the extent of the profit 
which he would have realized upon 
completion of the contract. As you 
can see, the administration of this 
feature will present certain difficul- 
ties as it will be necessary in some 
cases to estimate the potential profit. 

The other items particularly men- 
tioned in the Statement of Cost Princi- 
ples appear to be self-explanatory. 
However, under cost exclusions it 
should be noted particularly that 
costs which, as evidenced by ac- 
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counting statements submitted in 
re-negotiation under Section 403 of 
the Sixth Supplemental National De- 
fense Appropriation Act, 1942, as 
amended, were charged off during 
a period covered by a previous re- 
negotiation, may not be subsequent- 
ly included in the termination settle- 
ment if a refund was made for such 
period, or to the extent that such 
charging off is shown to have avoided 
such refund. It will be noted that 
this barrier prevents the application 
of the so-called sequential cost theory. 
I shall not dilate further upon the 
cost treatment to be accorded par- 
ticular items, as I am sure that the 


question period will develop the con-- 


sideration of those other items in 
which you are particularly -interested. 


In order that there may be uni- 
formity in the application of termi- 
nation accounting principles by the 
several services, there is at present 
a subcommittee under the Joint Con- 
tract Termination Board charged 
with the responsibility of interpret- 
ing these principles. This commit- 
tee is composed of experienced ac- 
countants who are familiar with the 
problems of industry and in its de- 
liberations it is availing itself of the 
advice and counsel of outstanding 
industrial accountants, public ac- 
countants and businessmen. It is 
engaged at present in preparing for 
general distribution an elaboration 
of the Statement of Principles for 
Determination of Costs upon the 
Termination of Fixed-Price Supply 
Contracts. Standard forms for use 
by all procuring agencies are being 
developed by another sub-commit- 
tee and should be available in the 
near future. If some of the pend- 
ing legislation on property disposal 
is enacted the forms to be used for 
reporting inventories will have to 
be extensive. 


The accounting burdens of con- 
tract termination, even though re- 
duced to a minimum, will severely 
tax the facilities of governmental, 
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industrial, and public accountants. 
The present governmental staffs must 
be augmented and the industrial and 
public accounting organizations are 
likewise under-staffed as a result of 
the demands of the armed forces. 
With additional personnel extreme- 
ly limited, it is necessary to read- 
just the forces now available if the 
problem is to be met seasonably. 
From the standpoint of the govern- 
mental agencies, it is necessary that 
the more experienced accountants 
now in their ranks be released in 
many cases from their present as- 
signments and replaced by account- 
ants of less experienced caliber, re- 
lying upon closer supervision of them 
to compensate for their lack of ex- 
perience. 

The greatest accounting load in- 
cident to contract termination will 
fall upon industry and it is essen- 
tial that contractors put their houses 
in order now so that they may dis- 
charge their responsibilities later. 
The larger industrial concerns can 
profitably set up termination units 
for the purpose of processing uni- 
formly and expeditiously all claims 
which they may have either as prime or 
subcontractors. Such a unit should be 
staffed by experienced personnel. It 
is essential that those in charge of 
contract termination be high type 
executives whose impartial approach 
to the problem will inspire confi- 
dence on the part of the Govern- 
ment representatives with whom 
they must deal. Ina large organiza- 
tion it is essential that termination 
procedures be defined and instruc- 
tions be issued to both the operat- 
ing and accounting personnel. It 
will also be necessary in many cases 
that the prime contractor assist sub- 
contractors who are inadequately 
equipped to prepare settlement pro- 
posals. It is the duty of the prime 
contractor to approve of such settle- 
ments as he may make with his sub- 
contractors. Each contractor should 
re-examine his accounting procedures 
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to make sure that they meet the 
test of accepted commercial account- 
ing practice, and to the extent that 
they do not, appropriate adjustment 
should be made. For example, the 
extent and adequacy of inventory 
controls should be determined as it 
is extremely important that the con- 
tractor know promptly which mate- 
rials are applicable to the terminated 
contract and where they are located. 
Another matter which is sometimes 
neglected is the maintenance of ade- 
quate commitment records. It is 
essential that the commitment posi- 
tion of a contractor with respect to 
its subcontractors be readily ascer- 
tainable. The failure to have this 
information available may result in 
loss to the prime contractor through 
failure to act seasonably in termi- 
nating subcontracts. Another field 
which I believe may well be ex- 
plored is that of pre-determination 
of the cut-off point which can best 
be utilized in halting the several 
stages of manufacture. As a result 
of such study it may be possible in 
advance to arrange with the con- 
tracting agency that contracts be 
terminated on a progressive basis 
rather than simultaneously. For 
example, in the textile field there 
are certain points of process at which 
materials acquire characteristics which 
enhance their value, whereas during 
certain intermediate stages the value 
of such materials is sometimes de- 
creased. For example, yarn, grey 
cloth and finished cloth can usually 
be disposed of advantageously as 
such, whereas cotton in the card- 
ing and roving stages may be worth 
less than raw cotton. It will be 
necessary that an additional cam- 
paign be carried on for the purpose 
of educating both the contracting 
agency and the contractor. 


Vertical vs. Horizontal Settlements 
—Up to the present, contracts have 
been settled vertically. That is to 
say, the procurement agency settles 
with the prime contractor and he in 
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turn settles with his subcontractor 
and so on down the chain. You 
have undoubtedly heard much talk 
of overall company settlements and 
direct company settlements. These 
terms have been used loosely and I 
think it well for purposes of our 
present consideration to clarify them 
An overall company settlement, as | 
visualize it, is a settlement with the 
company, with respect to its entire 
war business after segregating there- 
from all its other operations. Such 
a settlement, by its nature, can have 
only limited application and its utili- 
ty is confined to the day when there 
might be complete cancellation of 
a company’s contracts. During the 
progress of the war and even after 
its termination, it is probable that 
cancellations will be effected on a 
staggered basis. Under these cir- 
cumstances some other device than 
overall settlements must be used. 
Consideration is being given to the 
possibility of merged claims of a 
particular company. That is, to the 
fullest extent possible the claims of 
a particular contractor may be ac- 
cumulated and resolved into a single 
settlement. The services are at pres- 
ent engaged in exploratory work 
to determine the extent to which 
these devices may be used. As a 
step in that direction, the War and 
Navy Departments have installed in 
the plants of certain war contrac- 
tors termination specialists consist- 
ing of accounting and technical per- 
sonnel. The plants selected for this 
experiment are those which have 
complicated termination problems 
and in which the contractors are 
both prime and subcontractors under 
a large number of contracts. It is 
hoped that by familiarizing them- 
selves with the accounting and prop- 
erty features of a particular contrac- 
tor, the processing of claims can be 
expedited by the assigned special- 
ists. It seems to me that it is en- 
tirely possible for the services to 
satisfy themselves as to the sound- 
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ness Of the accounting principles 
applied by the contractor in com- 
puting his termination claims well 
in advance of wholesale cancella- 
tion. Having become familiar with 
and satisfied with the contractor’s 
method of processing claims, it should 
be possible to resolve the Govern- 
ment’s examination of them to a 
testing and sampling basis. In this 
manner, the most efficient use can 
be made of the limited personnel 
available. This mechanism should 
also relieve subcontractors of the 
necessity of satisfying a large num- 
ber of prime contractors as to the 
propriety of subcontract claims. 

Consideration is also being given 
to the desirability of having the 
Government deal directly with sub- 
contractors. That is, make so-called 
horizontal settlements. The feasi- 
bility of so doing is being explored 
and provisions permitting this pro- 
cedure are included in the principal 
bills now before Congress. 

The Baruch report indicated “cur- 
rently the normal movement is for 
cancellations to go down from the 
prime at the top through the tiers 
below ; for claims to be sent up; than 
for payments to come back down 
again. If many tiers of producers 
are involved, the process is likely to 
be slow at best with risks of serious 
stoppages in the flow”. There have 
been delays in settling such cancella- 
tions as have already occurred and 
it is feared that with the increased 
number to be disposed of, delays will 
be further accentuated. There are 
those who believe that vertical set- 
tlements represent the only possible 
means of handling the problem. 
There are others who feel just as 
strongly about direct settlements 
with all, be they prime or subcon- 
tractors. It may well be that a com- 
bination of the two methods. will 
have to be availed of. In my opinion, 
there is not sufficient accounting per- 
sonnel to review in advance all verti- 
cal contract settlements and it is 


1944 


( 


questionable whether this should be 
attempted. It is my own personal 
opinion that certain companies, due 
to their size and number of claims, 
are susceptible of review by contract 
specialists on a company basis, and 
having extended this treatment as 
far as the limits of personnel will 
allow, all other contractors might be 
paid on the basis of certified reports 
similar to tax returns. The form and 
content of such reports would, in 
that event, have to be indicated pre- 
cisely with severe penalties for fraud 
attached, and a substantial interest 
charge applied to any overcharge by 
a contractor. The police power of 
the fraud penalty and high interest 
rate would, in my opinioa, be far 
more valuable in preventing the fil- 
ing of improper claims than the ex- 
penditure of auditing manpower in 
pre-audits. I know there are those 
who disagree completely with this 
approach, but it is still being ex- 
plored and may yet be resorted to if 
the mechanics of vertical settlement 
become further impaired to the point 
that contractors are unduly delayed 
in obtaining settlements. 

It would be posstble under such 
an arrangement to have a post-audit 
similar to that which is now made 
of federal tax returns. While on the 
subject of post-audit or review, we 
might consider the province of the 
Comptroller General in contract ter- 
mination. The Baruch Committee 
and the Murray-George bills both 
take the position that the Comp- 
troller General’s function is to review 
settlements only from the standpoint 
of fraud or misrepresentation. The 
Baruch Committee report indicated 
that they had weighed most carefully. 
the suggestion that the Comptroller 
General be permitted to make an in- 
dependent audit of every settlement 
and that no payment be final until 
approved by him. With the purpose 
of this suggestion—to protect the 
public’s interest—the report agreed 
entirely, but said that “It is no real 
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protection of the public’s interest to 
describe as a safeguard something 
which is administratively impracti- 
cal or which would quibble the 
nation into a panic. By their very 
nature, the settlements of terminated 
war contracts must rest in large part 
on judgments of values, matters on 
which competent men could honestly 
differ. It is a field where auditing 
procedures can be only a limited 
tool”. 

In connection with the proposal 
that the Comptroller General should 
audit termination settlements, it 
should be borne in mind that the 
procurement agencies themselves are 
doing a policing job. For example, 
during the fiscal year ending June 
30, 1943, the Cost Inspection Service 
of the Navy Department disallowed 
approximately 49 million dollars in 
claimed costs with respect to disburse- 
ments aggregating approximately 4 bil- 
lion, 2 hundred million dollars. The 
bulk of the exceptions taken by the 
General Accounting Office so far re- 
ported represent overhead items and 
pertain particularly to capital stock 
tax, employees’ vacation pay, con- 
tributions to local charities, etc. It 
should be borne in mind that the 
Baruch Statement of Cost Principles 
contemplated the reimbursement of 
fixed-price contractors for those 


costs which are sanctioned by recog- 
nized commercial accounting prac- 
tices. In order that such reimburse- 
ment may be effected, it is essential 
that the judge of their propriety be 
thoroughly familiar with generally 
recognized commercial accounting 
practices. 

I think we are all concerned with 
obtaining the same result, that is, 
that the wheels of industry may be 
kept turning and released for post- 
war production with the greatest 
possible speed. As Mr. Baruch has 
well said, “There is no need for a 
post-war depression. Handled with 
competence, our adjustment, after 
the war is won, should be an adven- 
ture in prosperity”. In order that 
the adjustment may be competently 
handled, everyone concerned, the 
agencies of the Government, the con- 
tractors, and professional advisers 
must meet their responsibilities with 
seriousness, tolerance and a single- 
ness of purpose to get the job done. 
You, in particular, as certified pub- 
lic accountants, can, I believe, be 
depended upon to discharge a respon- 
sibility in a manner which will reflect 
credit upon your profession. Here 
is a challenge to free enterprise to 
demonstrate that it can meet those 
responsibilities which always accom- 
pany freedom. 
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Termination of Government Contracts 
From the Viewpoint of Industry and 


the Certified Public Accountant 
By Georce D. Baitey, C.P.A. 


HE problem of war contract ter- 

mination is so broad and its in- 
dividual points are so many and so 
varied that it is always difficult to 
make a selection of a particular phase 
of the problem which can be covered 
within the time limits of any single 
talk. Perhaps it is fortunate that the 
background of the problem has been 
discussed at great length during re- 
cent months and that those who are 
interested in the subject have had 
the benefit of many articles and par- 
ticularly have for their information 
the Baruch-Hancock Report on War 
and Postwar Adjustments Policies. 
My talk today will deal with some 
of the accounting aspects, and I shall 
try to refrain from dealing with many 
interesting things such as conversion 
costs, severance wages, and similar 
cushions to soften the shock of 
change, which appear to be matters 
of broad public policy not particu- 
larly related to the amount of the 
individual claims. Before I do start 


on the accounting phases, I want to : 


point out that the settlement of ter- 
mination claims involves a great many 
other things than accounting and 
auditing. 

Perhaps the most difficult of all is 
the decision that has to be made with 
respect to materials on hand both 
unworked and partly fabricated, as 
well as those sufficiently completed 
to serve as a commercial article. 
Manufacturing plants in many cases 
must be cleared of materials and ma- 
chines before those plants can be put 
back to peacetime production. There 


are in many cases decisions that 
must be made as to special machinery 
and equipment which were rendered 
useless by the termination of con- 
tracts and which require the atten- 
tion of trained production and en- 
gineering termination personnel. In- 
ventories must be listed and checked 
and disposed of as the claim is being 
prepared. Advance planning must be 
done on many things which will in- 
volve agreement between the con- 
tractors and the Government. De- 
cisions must be made as to delega- 
tions of authority for dealing with 
subcontractors as to material dis- 
posal, as to cancellation of leases, 
and as to expenses of termination. 
Decisions must be made in advance 
as to overall settlements or the 
grouping of contracts or the selec- 
tion of the particular procurement 
agency which will conduct the major 
investigations. These matters are 
largely administrative and involve 
an intimate knowledge of the con- 
tractor’s problems, his plants, his 
reliability, and his organization, and 
some of the problems in addition re- 
quire inspection of physical assets. 
Thus, if termination settlements . 
were to be made on the basis of a 
formula and in accordance with 
strict rules as to each item, account- 
ing for the items subject to exact 
determination rather than based on 
judgment would still be only one 
part of the termination settlement 
process. Even more is this true when 
settlements are to be made on the 
basis of negotiation between the 
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parties where it is to be presumed 
that points not susceptible of exact 
determination will all be weighed to- 
gether for an aggregate fair total. 

The negotiated settlement, on its 
face and in fact, is an agreement be- 
tween the contractor and the Govern- 
ment as to the proper amount of the 
claim. It may or may not be supported 
or supportable by a calculated sched- 
ule of the exact amount. It is a mis- 
take, however, to think that nego- 
tiated settlement has an arbitrary, 
whimsical determination whereby a 
careless contracting officer and a dis- 
honest or unscrupulous contractor 
can casually waste the Government's 
money. Termination settlements are 
now being made every day on a 
negotiated basis. The procedure un- 
der which they are being made are 
well-defined, regulations are being 
refined, personnel is being trained, 
and organizations are being set up in 
the various procurement districts. It is 
beginning to be possible to appraise 
the effectiveness of the procedures 
from the standpoint of protection to 
the Government and fair and prompt 
settlement to the contractor. This 
hasn’t been true, up to date. A study 
of the procedure as laid down by the 
procurement services and examina- 
tion of actual procedures as being car- 
ried out in practice shows clearly 
how far away is the final negotiated 
settlement from that which some 
people apparently visualize as an un- 
supported, uncontrolled agreement 
between two men in a smoke-filled 
room. 

I, myself, have just had an oppor- 
tunity to make an appraisal of the 
termination procedures in one of the 
procurement agencies. I have been 
a member of a small civilian advisory 
board of the Detroit Ordnance Dis- 
trict which has worked from time 
to time with Brigadier General 
Quinton, the District Chief. Our 
Board was recently asked by General 
Quinton to review with him the 
procedure followed and the organi- 
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zation set up for termination settle- 
ments in the Detroit district. We 
followed the records of an actual 
case from beginning to end, from the 
decision to terminate to the final 
agreement between the contracting 
officer and contractor. We saw the 
workings of a large staff of special- 
ists, each dealing with various phases 
of the problem and reporting to the 
termination board. We saw evi- 
dences of the deliberation of that 
board of from four to ten members 
in reaching a decision. We saw that 
those problems which needed deci- 
sion in the early days after termina- 
tion were being considered from 
time to time even prior to the filing 
of the formal claim, and how mat- 
ters involving judgment were being 
considered by numerous people. We 
saw the report of a Government 
auditor who spent in this particular 
case 14 days in auditing the cost 
factors of the claim by selective 
audit procedures. We saw how the 
claim of one subcontractor for an 
important amount had been investi- 
gated by a Government office in 
another territory, and how a claim 
from another subcontractor in a 
small amount had been passed on 
the basis of general knowledge rather 
than field investigation which obvi- 
ously would not have been warranted. 
It was quite clear to our advisory group 
that negotiated settlements were settle- 
ments made by a group of people who 
had been making decisions on various 
phases of the claim at various times 
preceding the final settlement and 
who were working within a frame- 
work of sound administrative proce- 
dures. This, in very brief, was a sam- 
ple of a negotiated settlement, and 
showed how the negotiated settle- 
ment involves many points of judg- 
ment and provides—or can provide 
—adequate evidence of care, of treat- 
ment within the authorized proce- 
dures, and group rather than indi- 
vidual decisions. It may well be that 
these procedures represented the 
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higher level of Government perform- 
ance; but it seemed to me to repre- 
sent a level of reasonably attainable 
performance for all the services. 

I have gone into this in some de- 
tail because it seems to me it is im- 
portant to know just how the nego- 
tiated settlement is intended to work 
in actual practice and what kind of 
care and attention is given to settle- 
ments under that method, because 
there still is a demand in some quar- 
ters that the Comptroller General of 
the United States be required to 
check and approve all termination 
settlements before they become final. 
The great majority of people who 
have investigated the consequences 
of such participation by the Comp- 
troller General have come to the 
conclusion that such a procedure 
would be exceedingly dangerous to 
the prompt conversion of industry 
from war to peace. The Baruch re- 
port condemns it in positive terms. 
The point apparently is not settled, 
as evidenced by the report of the 
House Committee on Military Af- 
fairs and the provisions of the bill 
referred to as the May Bill, recom- 
mended out of that Committee, for 
the consideration of the House. The 
American Institute of Accountants 
has taken an official position on this 
point and has made representations 
to the Congress in favor of limiting 
the participation of the Comptroller 
General to reviews for legality and 
fraud. It seems appropriate at this 
meeting to look again at the pro- 
priety of such a decision. 

As independent public accountants, 
I do not think we need to prove that 
we are believers in adequate safe- 
guards over Government expendi- 
tures, nor do we need to prove that 
we believe in sound auditing pro- 
cedures. We would, I am sure, be 
very much in favor of any participa- 
tion in termination procedures by 
the Comptroller General which would 
help to assure proper handling of 
Government funds without interfer- 
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ing with prompt settlement of ter- 
mination claims or a participation 
which would not be merely adding 
one audit on top of another. We 
would equally object, I am sure, to 
any auditor substituting his judg- 
ment for that of the administrative 
officers acting with care and in good 
faith. 

It is my opinion that the proposals 
of the May Bill do just that—sub- 
stitute the judgment of the General 
Accounting Office for that of the 
settlement officers in the field and 
do so on the basis of data sent into 
central offices without the benefit 
of direct contact with the records of 
the contractor or experience with 
the product and the cost thereof, and 
without past experience with the 
contractor. In spite of the obvious 
attempt in the wording of the bill to 
keep to negotiated settlements, no 
real negotiation would be possible. 
The minority report on the May Bill 
sets forth very clearly the baSic ob- 
jections to providing that no decision 
is final until reviewed and approved 
by the Comptroller General. There 
is little need to-repeat those argu- 
ments or to repeat the reasons given 
by the American Institute of Ac- 
countants and its Committee on War 
Contract Termination in favor of 
restricting the activity of the Office 
of the Comptroller General to the ex- 
amination for legality and for fraud. 
It is an interesting thing that their 
own bill, which is reported out fa- 
vorably in favor of the Comptroller 
General, is a minority report object- 
ing to that, which is signed by just 
half of the members of the Com- 
mittee. That minority report, in- 
cidentally, is an extremely good pre- 
sentation of the arguments against 
the participation of the Comptroller 
General from the standpoint of judg- 
ment, and there is little need to re- 
peat those arguments here. 

I rather depended on the preceding 
speaker to talk a little bit more about 
the subject of the Comptroller Gen- 
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eral than he did, and perhaps I was 
a little optimistic on that because I 
learned before that, in times of con- 
troversy, the services sometimes are 
a little reticent about presenting 
their point of view in public; but 
when I found that the Commander 
wasn’t going to cover the subject 
so soundly as I knew he could, I dug 
up a written memorandum of the 
Comptroller General in which he 
stated his position, and I would like 
to interpolate here to a very brief 
extent. 

In this particular letter, the Comp- 
troller General said: “The audit in 
this office under expansion of cost- 
plus-fixed-fee contracts has disclosed 
that directors and other officers of 
the contract agencies who were charged 
with determination of what would 
constitute the proper costs there- 
under had approved payments which 
in no way could be said were reason- 
ably incident to or necessary for the 
performance of the contract work.” 
Hence he goes into this demonstrated 
liberality and laxness of these same 
contracting officers or other added 
officials who may be charged with 
the obligation of determination of 
costs under contract termination. I 
am convinced that they will allow 
contract payments which will con- 
trol millions of dollars. 

If the Comptroller General’s state- 
ment would be determined solely on 
the basis of this question, he would 
no doubt be excluded from a real 
examination of the facts because he 
has not made a demonstration of 
actual facts in support of such a 
broad statement. 

Again the unfamiliarity of the Gen- 
eral Accounting Office with gener- 
ally recognized commercial account- 
ing practices, which is a generally 
agreed basis on which these claims 
should be settled, as set forth in a 
letter from the Comptroller General 
to a Congressman, part of which is 
quoted as follows; the generally in- 
clusive formula therein as set forth 
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for determining cost, includes such 
items as: “repair and depreciation 
of office equipment, contributions to 
local charities or community chests, 
fees and dues to trade associations”, 
etc., “expenditures in connection with 
employees’ welfare activities’”—and 
other expenditures connected only 
indirectly with the performance of 
the contract; but I seriously doubt 
the wisdom of applying it, in refer- 
ence to these contracts, as a yard- 
stick for use by the Comptroller 
General’s Office to determine what 
constitutes a claim in a cost-plus- 
fixed-fee contract. It is perfectly 
clear that the Comptroller Gener- 
al’s ideas of reasonable and neces- 
sary expenses in recognized spheres 
of accounting practices and _ busi- 
ness practices are so far from general 
practice that he just hasn’t, it seems 
to me, the concept, the training nor 
the background which permit him 
to enter into the allowance of items 
on the basis of judgment. 

However, I am not going to take 
the time here to discuss all of the 
items pro and con in connection with 
the Comptroller General. It’s not 
a simple thing. But there does seem 
to be one result of the examination 
by the Comptroller General for fraud 
which has not been emphasized to 
the extent it deserves. The provi- 
sions of the Murray bill, the provi- 
sions of the Vinson bill, the Baruch- 
Hancock group, all suggest that the 
Comptroller General be written in- 
to determination procedures from the 
standpoint of the examinations for 
legality and for fraud, and the im- 
plications of writing the Comptroller 
General. in for fraud I don’t think 
are clearly understood. 

Everyone agrees that the examina- 
tions made by the services should be 
adequate to give protection to Gov- 
ernment funds and that every rea- 
sonable investigation should be made. 
That is the intent of the procedures 
already developed, and I think we 
can assume that it will be the actual 


May 





CC 
re 
in 
in 
n 
Ca 
pe 
as 
de 
o! 


> ey 
hy 2 


ez 
fea) 


a 


vie 


wn 
_ 


ote 
=) 
= | ote 


th 
er 
th 
pe 


wn 


~~ — i oP CDC 





Termination of Gov't Contracts From Viewpoint of Industry and the C.P.A. 


practice as well. Everyone agrees 
that the Comptroller General should 
examine termination settlements for 
legality and for fraud, as is his tradi- 
tional function. Everyone now agrees 
that the files of each settlement 
should be available for his examina- 
tion, and that in case of suspected 
fraud he could examine records and 
accounts of the contractor, and for 
that purpose that the records should 
be kept for five years. In. case he 
finds fraud or has reason to believe 
fraud exists, he should report to 
Congress and to other interested Gov- 
ernment agencies. Everyone would 
agree, I think, that if we could be 
sure that the procurement agencies 
could and would do a careful, intel- 
ligent job, we would not need a 
second audit; but the fear has been 
expressed in Congress that those 
agencies would not do that kind of 
a uniformly careful job. I don’t 
know why it should be assumed that 
one branch of the Government would 
be more careful of public funds than 
another, but, granting that, it is my 
point that the constant checking by 
the Comptroller General for fraud 
will amount to a constant policing of 
methods and operations in connec- 
tion with termination, and that he 
constantly will be in a position to 
report to Congress if he finds laxity, 
improper care, inadequate support- 
ing data or other evidences of. waste 
not involving fraud. Thus Congress 
can be in possession of constant re- 
ports from'the Comptroller General 
as to the kind of a job that is being 
done by the procurement agencies, 
or at least when the Comptroller 
General believes that the job is being 
so inadequately performed that Con- 
gress should be advised. I empha- 
size again that this is not something 
new which I am proposing, but some 
thing which I believe is inherent in 
the inclusion of the Comptroller Gen- 
eral in termination procedures to 
the extent of examinations for sus- 
pected fraud. 
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Since the Comptroller General 
would be little restricted in his in- 
vestigations for fraud and could keep 
in constant touch with current set- 
tlements beginning at an early date 
or just as soon as he could train a 
staff to do it, Congress could act as 
soon as action appeared to be war- 
ranted without waiting until after 
the war. On this basis the Comp- 
troller General should not sit on any 
war contract termination board or 
advisory committee and should not 
participate in any way in adminis- 
trative decisions. He should keep 
himself in a position to be completely 
objective in his criticism. This would 
leave the termination agency in a 
position to make settlements that 
would be final except for fraud and 
free to develop procedures for prompt 
settlement, and yet give Congress 
almost immediate information if the 
procedures were breaking down. 
This protection automatically flows 
from the provision that the Comp- 
troller General is to review only for 
fraud and legality. It is, in my opin- 
ion, an extremely strong safeguard 
which has not been sufficiently un- 
derstood. In other words, I think 
by that clause Congress will find that 
it is inherent in the procedure to get 
a great deal more out of the work of 
the Comptroller General than Con- 
gress or the public expects. 

Let me turn now to the Murray 
Bill which is now before the Senate 
Committee on Military Affairs. This 
bill appears to deal with the recom- 
mendations of the Baruch report and 
embody the results of studies by the 
George committee as well. Gener- 
ally speaking, the bill appears to be 
satisfactory. As to the accounting 
phases, I think it is eminently satis- 
factory ; but sume of the paragraphs 
touching on accounting and auditing 
are so important that specific dis- 
cussion of them appears warranted. 

The bill would provide that the 
examinations and review of termina- 
tion settlements by the Comptroller 
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General should be limited to illegal- 
ity of payment and fraud and, as I 
said before, this is incorporated in 
the Murray Bill. This seems to be 
sound, 

There is a provision that inven- 
tories must be approved of and in- 
structions issued for their disposi- 
tion within sixty days of submission 
of a list by the contractor, or the 
contractor shall have the right to 
move those inventories at Govern- 
ment risk and the list shall be prima 
facie evidence of the items included. 
We, as accountants, have learned that 
inventories that are carefully planned 
can be test-checked rather readily, 
but that the procedures and the list- 
ing should be in accordance with the 
plan agreed upon in advance between 
the auditors and the company. With 
the number of material inspectors in 
the employ of the Government, there 
is no reason why inventories should 
not be promptly tested by the Gov- 
ernment; so that the checking and 
verifying certainly need not inter- 
fere with the disposal of the inven- 
tory within sixty days or even thirty. 
The problem of inspection of inven- 
tories with these material men around 
doesn’t seem to me to be too great. 
This sixty-day provision should not 
work a hardship upon the Govern- 
ment and should, in my opinion, be 
finally included in the bill. 

The bill would make possible set- 
tlement of claims on an over-all 
company basis or as a group and 
the assigning of any war contractor 
to one contracting agency who may 
act for all in settlement. This seems 
to accountants to be a highly desir- 
able provision, and it is to be hoped 
that under this permission it will be 
possible to work out effective de- 
tailed procedures. As accountants 
we can appreciate better than most, 
I think, the tremendous saving in 
time which would result if it were 
unnecessary to distribute joint costs 
between each individual contract or 
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if it would be unnecessary to check 
out in detail the accuracy of the dis- 
tribution of direct costs to various 
contracts. We can appreciate bet- 
ter than most, I think, the tremend- 
ous confusion that would result from 
audits by various Governmental 
agencies, or by several Governmen- 
tal agencies and several prime con- 
tractors. There is a large number 
of complex situations where there 
are many contracts with many dif- 
ferent agencies, and while there un- 
doubtedly are legal and administra- 
tive difficulties in providing for group 
settlements or over-all company set- 
tlements, the goal is so very much 
worth while that it is to be hoped 
that such procedures are made avail- 
able in appropriate cases. Never- 
theless, it seems to me that over-all 
or group settlements are at their 
best only in a period of general con- 
tract termination, and that their ap- 
plicability may not be very great in 
periods of revamping and_readjust- 
ment of procurement such as appear 
to be now going on. 

The bill provides that contracting 
or finance officers shall not be held 
financially responsible for decisions 
made in good faith. With termina- 
tion procedures being developed as 
they are, this provision seems to be 
entirely warranted and certainly is 
necessary in the interest of prompt 
settlements, for the bugaboo of finan- 
cial responsibility in the past has 
been a tremendous deterrent to prompt 
decisions. 

The bill also provides for another 
matter which has been of concern 
to accountants from time to time. 
There have been various prohibitions 
against the giving of advice by Gov- 
ernment people dealing with termi- 
nation to contractors, particularly 
with respect to any advice that might 
increase the claim. This has always 
seemed to accountants to be not only 
unfair but unwise. It is a good deal 
like asking to have audits and ex- 
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aminations made in a vacuum. It 
is so practically impossible that I 
suspect it has not been too closely 
followed. But the problem of filing 
termination claims is new, the con- 
tractors need education thereon, and 
the provision of the bill that the 
contracting agency may assist war 
contractors in preparing claims is so 
highly desirable it is to be hoped that 
this will be retained. 

They’re all looking at their watches 
up here on the platform. I don't 
know, maybe I’m talking too long. 

The bill specifically provides that 
where, in connection with the set- 
tlement of any termination claim 
by a contracting agency, any war 
contractor makes settlements of the 
termination claims of his sub-con- 
tractors, the contracting agency shall 
limit or omit its review of such set- 
tlements with sub-contractors to the 
maximum extent compatible with the 
public interest. The agency (1) may 
approve such settlements with sub- 
contractors upon such evidence as 
it deems proper, (2) shall vary the 
scope of its review according to the 
reliability of the war contractor, the 
size of such claims, and other rele- 
vant factors, and (3) shall authorize 
war contractors to make such set- 
tlements with sub-contractors with- 
out review by the contracting agency 
whenever the reliability of the con- 
tractor, the amount or nature of the 
claim, or other reasons appear to the 
contracting agency to justify such ac- 
tion. This is a highly important sec- 
tion. It permits, for instance, the 
utilization of public accountants’ re- 
ports to the extent such reports can 
be helpful. It permits normal busi- 
ness treatment of normal claims. It 
permits complete delegation of au- 
thority within proper limits to proper 
prime contractors. The War De- 
partment has already authorized con- 
tracting agencies to delegate author- 
ity in settlement of claims up to an 
amount of $10,000. This bill would 


seem to permit even greater exten- 
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sion of the amount in appropriate 
cases, but it is even more important 
in that it gives specific authoriza- 
tion for the elimination of investiga- 
tion for small claims where the 
amount of the claim would not justify 
the cost of the examination. For 
instance, typical figures indicate that 
close to half of the claims of sub- 
contractors can be expected to be 
under $500 each, and that more than 
80% can ordinarily be expected to 
be under $10,000. Of course the 
remaining percentage of the num- 
ber of claims is by far the largest 
percentage in dollar volume, but the 
permission to give special treatment 
to small claims will eliminate a tre- 
mendous amount of auditing and 
other checking. 

Let us move now to the treatment 
that is given to the problem which 
is perhaps of greatest interest to us 
as accountants — the determination of 
costs. The bills before Congress 
provide substantially for delegation 
to the head of contract termination 
of the authority to establish methods 
and standards for determining fair 
compensation of war contracts on 
the basis of actual, standard, average 
or estimated costs or a percentage 
of the contract price based on the 
estimated percentage of completion 
of work under the terminated con- 
tract, or under any other equitable 
basis as he deems proper. All pro- 
vide that to the extent such methods 
and standards require accounting 
they shall be adapted as far as prac- 
ticable to the accounting systems used 
by the war contractors if consistent 
with sound accounting practice. This 
will undoubtedly prove a very help- 
ful provision, since it gives approval 
to those systems of accounting that 
have proved satisfactory and should 
for individual businesses in the con- 
duct of their own affairs and yet 
specifically requires that those sys- 
tems be consistent with sound ac- 
counting practice. The proposed 
Vinson Bill spells out the determina- 
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tion of costs in considerably more 
detail than does the Murray Bill, 
but the general principles are the 
same: and the details are substan- 
tially those set forth in the Statment 
of Principles for Determination of 
Costs upon Termination of Govern- 
ment Fixed Price Contracts approve 
by the Joint Contract Termination 
Board on December 31, 1943. In 
view of the general agreement on 
cost philosophy, it is reasonable to 
assume that the general principles as 
indicated by the documents already 
issued can be expected to continue. 

The basic principle, of course, is 
the allowance of costs that are appli- 
cable to the contract in question. 
This, however, is not to be inter- 
preted in the same rigid way as has 
been customary for cost-plus-fixed- 
fee contracts, but rather as the allow- 
ance of general business expenses, 
which can undoubtedly be consid- 
ered as those expenses necessary to 
running a business that is carrying 
out war contracts. This contem- 
plates, of course, the allowance of 
all direct items and specifically nec- 
essary indirect items, and provides 
also for other specific items in rea- 
sonable amounts in the light of pre- 
war practice. This is particularly 
true of institutional advertising and 
research and engineering expenses, 
and it would apply also to other 
items of like character. 

Costs are to be computed gener- 
ally in accordance with the system 
of accounting regularly employed by 
the company, provided that such 
systems of accounting are in accord- 
ance with sound accounting practice 
or to the extent that they conform 
to recognized commercial account- 
ing practices. It seems to me that 
the general effect of this is to require 
that the cost and accounting practices 
of the individual contractor must be 
tested against generally recognized 
practices and that they must be 
tested against and be in conformity 
with sound cost accounting principles. 
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This is particularly important since 
cost systems have generally been 
devised for a peacetime product and 
to provide information for the man- 
agement and have not been con- 
cerned with providing information 
for outsiders. They have not cus- 
tomarily dealt with all the costs that 
will be allowable upon termination. 
In many cases they have not needed 
to be accurate for the allocation of 
costs between departments or be- 
tween products. In other cases, 
standard costs were not customarily 
tested against actual costs, nor were 
the standards set on a basis of the 
total anticipated costs. All this means 
that the cost accounting system of 
the contractor will have to be ex- 
amined from the standpoint of whe- 
ther it does result in at least an ap- 
proximate determination of the total 
cost and whether the allocations of 
joint costs are made upon a basis 
which would be approved by a group 
of trained cost accountants with an 
objective approach. Incidentally, one 
of the best articles I have seen on the 
detailed discussion of costs and the 
preparation of claims is one which 
appears in the last issue of the Bulle- 
tin of your New York State Society. 
Those of you who are interested in 
the problem and who haven’t yet 
read that should do so. The article is 
by J. K. Lasser and is a leading ar- 
ticle in the last issue. 


It is an unfortunate fact that ter- 
mination claims submitted to date 
have been on a basis that have re- 
quired a cut in settlément of between 
30% and 40%, the variation in per- 
centage being due to the fact that the 
initial indicated percentages of around 
40% are being gradually reduced, 
and there are some indications that 
the average cut is getting down be- 
low 3314%4%. (I noted in a recent re- 
port of the Army that there is an in- 
dicated cut of 26%, but it is a little 
hard to figure out just how that ap- 
plies.) I think this is due to several 
cauvees, the chief one of which is the 
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fact that the ground rules were not 
thoroughly understood either by the 
contractor or by the Government 
and that the Government had not 
been able to educate the contractors 
in advance of the filing of the claims. 
As the rules become better under- 
stood, this percentage will undoubt- 
edly drop much farther. I think 
however, there must be an added 
reason in that; in an area of doubt, 
contractors tend to claim the higher 
side of that doubtful area. I suspect, 
too, there may have been many cases 
where there just was no knowledge 
of recognized accounting practices 
and no attempt to bring the com- 
pany’s practices in line with sound 
principles. I don’t think that much of 
the cut is an arbitrary disallowance 
bv the Government of items of cost 
that should have been allowed to the 
contractor, though, like all averages 
of this kind, it would be unwise to 
draw very specific conclusions from 
them. Nevertheless, the percentage 
is still far too high and shows a need 
for education of the contractor, training 
on the part of the Government per- 
sonnel, cooperation between the two 
interests in the preparation of the 
claim; and shows also the need of 
cold, objective analysis on the part of 
those who may be advising the con- 
tractor in the preparation of the 
claim. 

In the interest of better under- 
standing, it is essential that there be 
uniform cost interpretations issued 
on behalf of the settlement services. 
Fortunately there is a subcommittee 
of the Joint Contract Termination 
3oard to deal with this subject. As 
Mr. Peloubet told you, the speaker 
here today—Commander Stewart— 
is Chairman of that subcommittee 
and, from personal knowledge, I can 
tell you that subcommittee is made 
up of men with a sound knowledge 
of cost and general accounting. It is 
part of the procedures that this com- 
mittee will issue from time to time 
individual cost interpretations on 
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points that are causing the greatest 
difficulty. It is hoped that these re- 
leases will not only deal with broad 
problems but will deal also with 
specific problems in such a way that 
the decisions will serve as criteria for 
other comparable items. It is to be 
hoped, also, that all cost instructions 
issued to the people responsible for 
termination settlements will be made 
available to the general public. It 
will me infortunate if the account- 
ants in the various Government 
offices dealing with termination are 
operating under accounting instruc- 
tions which are not available to the 
general public. It seems to me that 
this would be a good deal like asking 
a taxpayer to make out tax returns 
these days without having the bene- 
fit of the tax services or perhaps 
without even having any regulations. 
There is some indication that the 
first group of cost interpretations 
may be released shortly. 

I have not taken the time here to 
discuss the allowable and unallow- 
able costs as they have been set 
forth in detail in the Statement of 
Principles. There is, however, one 
specific paragraph which should be 
discussed. That has to do with the 
disallowance of expenses as part of 
a termination claim when those ex- 
penses have already been considered 
in connection with a previous settle- 
ment under the Renegotiation Act 
and have had the effect of changing 
the amount that would otherwise 
have been refundable. In those cases 
it is the position of the Government 
that the costs should not again be 
allowed as part of a termination 
claim. This seems to mean in effect 
that the termination claim can deal 
with expenses of a prior year, such 
as overhead or high starting load 
costs, only to the extent that for 
purposes of renegotiation they have 
been carried forward as assets or 
deferred charges at the beginning of 
the current fiscal period. This is 
going to be a very difficult require- 
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ment to handle, but in theory it can- 
not be objected to. It is difficult 
to see just how this will work out 
for those companies that were not 
required to make a refund under re- 
negotiation, since in those cases 
information will have to be avail- 
able as to whether the chargeoff of 
the items in question was in itself 
the cause of no refund. Commander 
Stewart spoke about that himself 
and I won’t take the time to read 
my comments. here. 


The public accountant appears to 
be participating in termination settle- 
ment in a greater and greater de- 
gree. As he himself learns by ex- 
perience he is being called upon 
more often to advise his clients in 
respect of the claims and to partici- 
pate in their preparation. He ap- 
parently is not being called upon 
very often to certify termination 
claims in total and, if the recom- 
mendation of the Committee on Au- 
diting Procedure of the American 
Institute of Accountants is observed, 
he will not make an accountant’s 
report on the entire claim, including 
profit, but will deal only with those 
elements of cost that are within his 
province. There is, in my opinion, 
no present basis for believing that 
the report of an independent public 
accountant approving a termination 
claim of a prime contractor will nec- 
essarily be conclusive for the con- 
tracting agency. The Government 
agencies will have to examine claims 
to the extent they believe appropri- 
ate. It is, of course, quite probable 
that claims for which public ac- 
countants take responsibility as to 
the costs involved will require less 
checking-and will be processed more 
quickly than will be some other 
claims. But this will be true only 
if the publi¢ accountants as a group 
show a complete understanding of 
the ground rules and an ability to 
appreach the problem on a com- 
pletely objective basis and make 
their reports to bring out the in- 
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formation needed by the contract- 
ing officer. 

With respect to the claims of sub- 
contractors to prime contractors, the 
requirement of direct Government 
examination does not exist to the 
same degree; and it may well be 
that public accountants’ reports will 
be used quite broadly in the settle- 
ment claims between subcontrac- 
tors and prime contractors. The 
Murray bill, to which I referred 
earlier, seems to provide a statutory 
framework which will make this 
possible. Nevertheless, public ac- 
countants’ reports in this connection 
will only be useful and eventually 
will only be used if the public ac- 
countants show again a thorough 
knowledge of the rules and regula- 
tions and of recognized commer- 
cial aecounting practices, and if they 
approach the problem with the same 
objective viewpoint that they bring 
to their ordinary auditing practice. 

I do not need to point out that 
the future of independent public ac- 
counting is going to depend to a 
great extent upon the intelligence 
and independence which the account- 
ant displays in assisting clients in 
the preparation of termination claims. 
The American Institute of Account- 
ants and State Societies such as 
yours have a responsibility to see 
that the public accounting profes- 
sion is fully advised on the prob- 
lems of termination settlements and 
is thoroughly alert to the responsi- 
bility imposed upon it. In this con- 
nection, the Institute’s Committee 
on Auditing Procedure has issued a 
bulletin which makes many sugges- 
tions with respect to auditors’ re- 
ports on termination claims. More 
recently, a letter has gone from the 
president of the American Institute 
of Accountants to all members of 
the Institute, emphasizing the re- 
sponsibility upon the public account- 
ing profession—or it is in the pro- 
cess; it is being mailed. 

We as accountants are all inter- 
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ested in bringing down the percent- 
age of disallowances from 334% to 
a nominal amount and in reducing 
the time required in the preparation 
of the claim and in the processing 
of it after it has been filed. If the 
profession is to do that, it must 
thoroughly understand the _ prob- 
lems in connection with termination 
claims. Unfortunately, that means 


hard work and time, when the pres- 
sure is already severe. The flesh, I 
am sure, will be equal to the task 
which the spirit of the accounting 
profession will assume in the inter- 
est of a prompt and orderly transi- 
tion from industry on a war basis 
to industry on a peacetime basis. 
God grant that the transition comes 
soon! 


If you can’t go across— 


COME ACROSS 


BUY 
UNITED STATES 
WAR BONDS ANpD STAMPS 
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Problems and Procedures Arising from the 
Termination of War Contracts 


By Davin Davipson 


SEE from the program that I am 

scheduled to describe war con- 
tract termination procedures. 

With the realization of the need 
for change in procedures and the 
further realization that failure to 
change quickly and perhaps basi- 
cally could result in the creation of 
a false sense of security, I will not 
presume to set a pattern of the shape 
of things to come. 

I would like to make it quite clear 
that anything which I will say is 
my personal opinion and should not 
necessarily be construed to repre- 
sent the policies or the practices of 
my own Company. 


General 


The problems incident to the ter- 
mination of war contracts cover the 
whole gamut of business enterprise. 
They are not only problems of indi- 
vidual contractors. They strike at 
the roots of our economic system 
and the possible social repercus- 
sions should not be minimized. In- 
dividual contractors must, of neces- 
sity, develop termination procedures, 
not only in their own immediate in- 
terests but rather from the broader 
point of view of preventing what 
otherwise could be social chaos and 
economic disaster. 

The effective negotiation of settle- 
ments of terminated war contracts 
has two main objectives; namely, 
the preservation of the financial 
soundness of a contractor and the 
maintenance of a sound national eco- 
nomic system. 


Extent of the Problem 


Cancellations to date have ex- 
ceeded in volume the cancellations 
arising from the First World War. 
A survey conducted by the War Pro- 
duction Board based on 7,675 con- 
tracts out of 9,502 which had been 
terminated as of September 30, 1943, 
disclosed that $51,284,000 in claims 
had been settled by the payment of 
$39,351,000, i.e. settled for 77%. It 
has been estimated that contracts 
amounting to seventy billion dollars 
will eventually be cancelled by the 
War Department alone. Most of us 
have some knowledge of the con- 
fusion which existed after the First 
World War and the enactment of 
the Dent Act in 1919 for the purpose 
of giving cancelled contracts validity 
in order that contractors would re- 
cover their damages. After the First 
World War, settlements were made 
for a very small percentage of the 
face value of the claims. Settlements 
arising from recent terminations 
should and will, in all probability, 
result in the recovery of substantial- 
ly all incurred damages. In this re- 
spect the Governmental agencies are 
pledged to compensate contractors 
for complete damages in the inter- 
ests of maintaining economic and 
industrial equilibrium. 

The increase in cancellations which 
might be anticipated is not a true 
measure of the extent to which claims 
will increase, for today many con- 
tracts which have been cancelled do 
not become the basis of a cancella- 
tion claim for two principal rea- 
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sons: First, sufficient additional or- 
ders are on hand for similar ma- 
terial which enables a contractor 
to divert the cancelled material to 
such orders. It is reasonable to as- 
sume that upon the cessation of hos- 
tilities the opportunity to divert will 
be considerably less frequent and 
substantially all contracts which will 
be cancelled at that time will result 
in cancellation claims. In the second 
place, as long as the Renegotiation 
Act is in operation, many contrac- 
tors may continue to waive their 
right to recover damages on termi- 
nated contracts on the theory that 
the absorption of the loss incident 
to termination will operate to reduce 
the amount payable pursuant to the 
Renegotiation Statute. 

Contractors must of necessity ap- 
proach this. problem devoid of the 
fears of loss. This attitude, of course, 
can best be supported with the.con- 
viction that claims for damages are 
fair and reasonable and that the ac- 
counting facts are available in sub- 
stantiation of the claims. 


Recent Regulatory Developments 


Prior to 1939, the possibility of 
contracts being terminated incident 
to the cessation of hostilities was not 
anticipated and consequently no ter- 
mination clauses were included in 
supply contracts. Gradually the 
Army, the Navy, and the Maritime 
Commission sensed the need for such 
clauses and in a relatively short pe- 
tiod of time they became common- 
place. The several clauses in use by 
the different agencies were not uni- 
form, in fact, the same agency used 
successively different clauses. For 
example, while generally the meas- 
ure of damages was the costs in- 
curred plus a reasonable profit on 
material in process together with the 


original contract price applicable to 


completed units which were unde- 
livered, nevertheless the definition 
of costs varied. In some cases costs 
were to be determined in accordance 
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with TD 5000, while in others nor- 
mally acceptable accounting prac- 
tices controlled. In addition, some 
clauses provided that a reasonable 
profit would be allowed in addition 
to the cost of material in process, 
while other clauses specified that 
certain definite percentages should 
be added to such costs and in other 
instances the percentage of profit 
was to be based on the percentage 
which could have been anticipated 
had the contract not been cancelled. 
The need for uniformity was, of 
course, highly desirable and three 
months ago the Baruch Committee 
issued a uniform termination article 
which was authorized for use by all 
procurement agencies in prime con- 
tracts. 


Significance and Desirability of 
Termination Clauses 


Termination clauses generally limit 
the common-law rights of the con- 
tractor in the amount of damages 
which he can recover. It might 
therefore appear that termination 
clauses were undesirable. Be this as 
it may, the fact remains that a con- 
tractor will not be heard to object 
to the inclusion of a termination 
clause in his prime contract. How- 
ever, it should be recognized that. 
the terms of such a clause are appli- 
cable only to the prime contract and 
cannot be imputed to subcontracts 
unless the prime contract termina- 
tion clause has been included in the 
subcontract either specifically or in- 
corporated by reference. It follows 
therefore, that a subcontractor in the 
absence of a termination clause in his 
contract may proceed to recover his 
damages based on his common-law 
rights, which in substance include 
not only his incurred costs, but all 
the profits which he would have real- 
ized had the contract been completed 
rather than merely a fixed percent- 
age on the costs incurred. 
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Methods of Settlement of 
Terminated Contracts 


Regulations have been issued by 
the Army prescribing in detail the 
methods of effecting settlements on 
terminated contracts. I refer to Pro- 
curement Regulation 15. It is be- 
lieved that if similar methods are 
followed with respect to contracts 
with agencies of the Government 
other than the Army that such meth- 
ods and practices will be acceptable 
to such agencies pending the devel- 
opment of regulations specifically 
applicable to such other agencies or 
the issuance of a uniform termina- 
tion manual applicable to all agencies. 

Basically there are two methods; 
namely, the formula method and the 
negotiated method. The practical 
difference is that under the formula 
method the amount of the claim 
must be determined with precise 
accuracy and it is subject to detailed 
audit by the agency against whom 
the claim is filed, whereas, the ne- 
gotiated method theoretically is not 
subject to detailed audit, therefore, 
many items which are controversial 
may be settled through the process 
of negotiation rather than following 
the cumbersome and burdensome 
practice of substantiation through 
cost analysis and accounting re- 
search. Since the formula method 
of settlement is generally impracti- 
cal and seldom followed, suffice for 
me at this time merely to mention 
it. Under the negotiated method 
claims may be filed on the basis of 
the total cost method or inventory 
method. Under the total cost meth- 
od consideration must be given to 
that portion of a contract which has 
been completed and shipped in addi- 
tion to that portion which has been 
cancelled and in the process of pro- 
duction at the date of cancellation. 
The amount of the claim under this 
method is determined by adding the 
cost of the material previously ship- 
ped on the contract together with 
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the cost of the material on hand, 
whether completed or in process of 
production, to the aggregate of which 
cost is added a reasonable profit and 
from the resulting total the amounts 
paid for items shipped prior to the 
daté of cancellation is deducted. The 
difference is the amount of the claim. 

Under the inventory method of 

- effecting a negotiated settlement, no 
consideration is given to either the 
sales proceeds or the cost of that 
portion of the contract which was 
shipped prior to the date of cancel- 
lation. The amount of the claim is 
segregated into two elements ; name- 
ly, the completed material on hand 
ready for shipment at the original 
contract value plus the cost of pro- 
ducing incompleted material together 
with a reasonable profit on such cost. 
The total cost method is, of course, 
preferable in those cases where ac- 
counting records do not disclose the 
costs applicable to the several units 
of the contract. The filing of a claim 
on the basis of the total cost method 
operates to renegotiate the profits 
realized on the units which were 
shipped prior to the contract being 
terminated. 

Generally speaking, Governmental 
agencies request that information 
based on the formula method be sub- 
mitted in substantiation of a claim 
although a negotiated settlement re- 
sults. This, of course, is a practical 
way of disclosing the facts in suffi- 
cient detail to support a negotiated 
settlement and by this process suffi- 
cient facts are made a matter of 
record to substantiate a negotiated 
settlement thereby relieving the con- 
tracting officer of responsibilities 
which otherwise he would be obliged 
to assume in negotiating a settle- 
ment in the absence of the facts re- 
quired under the formula method. 
It is reasonable to assume that if 
contracting officers were relieved of 
their personal liability incident to the 
negotiation of a settlement of a can- 
celled contract that the need for de- 
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tailed cost information would be 
minimized. I do not infer that con- 
tracting officers are going to extremes 
for the purpose of avoiding personal 
liability. They are merely taking 
reasonable steps to avoid personal 
liability coupled with their desire to 
obtain sufficient facts to enable a 


‘reasonably prudent person to nego- 


tiate an equitable settlement. 


Short Cutting Accounting Detail 


As previously mentioned, a con- 
tractor can recover the original con- 
tract value of completed units on 
hand as of the date of termination 
of the contract under the inventory 
method of settlement. It is presumed 
that he is recovering, in substance, 
the cost plus a reasonable profit on 
such costs. It would follow therefore 
that a contractor who processes ma- 
terial which is marketable at its vari- 
ous intermediate stages of produc- 
tion could eliminate a substantial 
amount of detailed accounting work 
if recovery of damages on “in pro- 
cess” and marketable material were 
made on the basis of the published 
market price of such “in process” 
and marketable product rather than 
by an analysis of the cost of produc- 
tion to which cost would be added 
a reasonable profit. This, I believe, 
is a practical method of determining 
the amount of cancellation claims in 
those cases where the product is 
marketable and is generally sold in 
its several stages of production. This 
basis of settlement would appear 
equitable and certainly very practi- 
cal where the contract does not con- 
tain a termination clause which 
specifies some other basis, and of 
course in all cases where a nego- 
tiated settlement results. 


Mitigation of Damages 


Basically a contractor must ex- 
haust all reasonable efforts to miti- 
gate damages. It is believed that 
failure on his part so to act will 
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jeopardize his right to recover the 
damages sustained. The contractor 
therefore must divert cancelled ma- 
terial to orders from other customers 
where this is practical. While he is 
not required to sustain losses in di- 
verting the material, nevertheless, 
practical business judgment may, in 
many instances, dictate the incur- 
rence and absorption of certain losses 
by the contractor which in many in- 
stances will be more than offset by 
a realization of intangible benefits. 
To illustrate: Where a contractor 
is able to divert cancelled material 
and he by this process sustains an 
unusually high scrap loss for which 
he recovers no additional compensa- 
tion in the contract to which the 
cancelled material was diverted, he, 
nevertheless, has effected a faster 
turnover and has avoided possible 
congestion resulting from the accu- 
mulation of cancelled material in 
his plant, which congestion could, 
from a practical operating point of 
view, disrupt daily production opera- 
tions. 

When cancelled material is di- 
verted the contractor assumes a 
credit risk different from that which 
he assumed when the original con- 
tract was entered into. It is doubt- 
ful if any loss incident to the as- 
sumption of a greater credit risk is 
recoverable unless the diversion has 
first been approved by the superior 
contractor and the contracting offi- 
cer. As a practical matter, in this 
day of congested operating sched- 
ules and planned production, it not 


‘infrequently happens that cancelled 


material can be diverted provided 
immediate authority is obtained and 
delay in obtaining such authority 
will for practical operating reasons 
make it at least impractical, if not 
impossible, to divert later. For this 
reason it often becomes necessary 
for a contractor to assume a new 
credit risk without prior authority 
and in such cases it would seem 
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that credit losses could not be re- 
covered in the form of a cancella- 
tion claim. It is feared that the as- 
sumption of such credit risks must 
be made as a contribution of in- 
dustry to the war effort. In the 
event cancelled material is diverted 
to orders from other customers and 
such other orders are themselves 
cancelled after the cancelled mate- 
rial has been appropriated to the 
second order, it would appear that 
the claim against the first customer 
has been waived and the right of 
recourse is against the customer to 
whom the cancelled material has 
been diverted. 

The responsibility of a contractor 
to exercise reasonable care for the 
cancelled material is coupled with 
his obligation to mitigate damages 
since failure to exercise such rea- 
sonable care may jeopardize his ability 
to divert or dispose of cancelled ma- 
terial to the best advantage of his 
superior contractor or Governmental 
agency and negligence in this re- 
spect could, it is believed, at least 
jeopardize his right to recover any 
portion of the claim. 


When Should Efforts to Divert 

be Discontinued 

Again from a practical point of 
view and in the interests of the war 
effort, diversions should be attempted 
as long as the cancelled material re- 
mains on hand and until authority 
to scrap has been obtained. Fre- 
quently it will happen that material 
will be diverted subsequent to the 
filing of a claim against a customer. 
Where such subsequent diversions 
are made without authority from 
the customer, and as you know au- 
thority is not required where the 
claim applicable to such diverted 
material will be waived, it is neces- 
sary that the customer against whom 
the claim has been filed be imme- 
diately advised of the diversion in 
order that he will have knowledge of 
the facts in the event he chooses to 
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check the statement of physical in- 
ventory filed with him at the date 
the claim was filed. Failure to so 
notify the customer could prove em- 
barrassing to a contractor since dis- 
crepancies would naturally arise at 
the time the customer physically 
checked the inventory. 

Where a subcontractor is instruc- 
ted by a superior contractor to de- 
liver cancelled material to a third 
party, such subcontractor should 
question whether or not by so doing 
he is divesting himself of a lien and 
security for payment of the claim. 
It is true the security may only be 
the scrap value of the cancelled ma- 
terial, however, there are many in- 
stances, particularly in the steel in- 
dustry, where the scrap value may 
be as much as 40% of the amount 
of the original claim. It is not sug- 
gested that a subcontractor under 
such circumstances should refuse to 
deliver the cancelled material. It is 
suggested, however, that necessary 
precautions be taken to be reason- 
ably sure that the claim will be paid, 
particularly where the superior con- 
tractor is a doubtful credit risk and 
it must be realized that the credit 
standing of many contractors will 
change substantially, particularly 
when the volume of cancellations 
increases. 

Apart altogether from the purely 
financial aspects involved a contrac- 
tor must view the problems in their 
social, economic, and patriotic sig- 
nificance and accordingly take all ac- 
tion within reason which will con- 
tribute towards those greater and 
more fundamental objectives. 


Collection of Claims 

The several Governmental agen- 
cies will make advance payments 
within a reasonable time subsequent 
to the filing of claims. However, 
advance payments are not full pay- 
ments and a contractor must be rea- 
sonably aggressive in collecting final 
settlements. Today where many 
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contractors have expanded their op- 
erations considerably out of propor- 
tion to their invested capital, the 
danger of insolvency cannot, of course, 
be disregarded, particularly should 
the volume of cancelled contracts 
materially increase without a corre- 
sponding increase in new business. 
The development of “V” and “VT” 
loans has resulted in many contrac- 
tors having hypothecated a substan- 
tial portion, if not all their assets, 
as security for loans thereby en- 
dangering the right of a subcontrac- 
tor to collect his equitable cancella- 
tion claim. As the matter stands 
today, settlement of a prime contract 
claim and payments to the prime con- 
tractor does not necessarily insure 
payment in turn by the prime con- 
tractor to his subcontractor although 
legislation is now in process which 
will, if enacted, provide for direct 
payment by Governmental agencies 
to the subcontractors. In the ab- 
sence of such legislation it seems 
only reasonable that settlements be- 
tween prime contractors and Gov- 
ernmental agencies should be publi- 
cized in the interests of enabling the 
subcontractor to proceed immedi- 
ately to collect his cancellation claim 
from the prime contractor. 
Legislation which will provide for 
a horizontal method of settlement, 
which will permit subcontractors to 
negotiate direct with Governmental 
agencies, as contracted with the 
present vertical method, under which 
a subcontractor is permitted to nego- 
tiate exclusively with his own supe- 
rior contractor, would solve many of 
the present day problems. Such leg- 
islation would eliminate credit risks 
now assumed by subcontractors and 
substantially accelerate settlements, 
and expedite the disposition of tan- 
celled material. I do not suggest 
that horizontal settlements will be 
the panacea for all of our current 
difficulties but I do not submit that 
the present vertical procedure oper- 
ates to pyramid the problems to the 
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point where the only security can be 
found by those contractors who for- 
tunately form the apex of the 
structure. 


Differences Between Theoretical 
and Practical Solutions 


Most of you will have read Pro- 
curement Regulation 15 issued by 
the Army and the Technical Account- 
ing Manual. Those documents are, 
in my opinion, masterpieces. They 
have been “best sellers”. Even a 
hastv review of those publications 
will impress you on the orderliness 
with which procedures have been 
devised for the purpose of apparently 
settling cancellation claims. How- 
ever in attempting to obtain practi- 
cal application to the highly com- 
mendable procedures the difficulties 
just begin to develop. Governmental 
district offices are required to act and 
the natural impulse of an individual 
to avoid violations retards progress 
in negotiating settlements. This has 
been particularly true with respect 
to those provisions of the regulations 
which apparently make it possible to 
readily obtain authority for the 
scrapping of cancelled material which 
obviously is of no immediate value 
in the war effort but which, if kept 
out of circulation, could in fact re- 
tard that effort. It must be admitted 
that it requires courage to authorize 
the physical scrapping of cancelled 
material which recently was being 
rushed to completion and which cost 
substantial amounts of money. That 
is where we encounter the practical 
difference between the theoretical 
solution and the practical application 
of it. This condition is more ap- 
parent where negotiations relating 
to the termination of contracts must 
be conducted with individuals in the 
Governmental agencies of limited per- 
sonal authority and, of course, the 
fact that such individuals are per- 
sonally financially responsible fur- 
ther aggravates the inherent delays 
in negotiating settlements. 
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Experience at the end of World 
War I indicates that: industry con- 
tinued to produce war material for 
some considerable time subsequent 
to the cessation of hostilities. This 
condition which was economically 
unsound was attributable almost ex- 
clusively to the cumbersome and 
slow method by which the termina- 
tion procedures were placed in effect. 
Delays were attributable both to 
industry and Governmental agen- 
cies. This economic waste resulted 
in the accumulation of surplus ma- 
terial which not only could have been 
avoided had the planning been im- 
proved and the condition anticipated 
but was instrumental in impairing a 
speedy return to commereial activ- 
ities. 


Accounting for Terminated 

Settlements 

Theoretically when a contract is 
cancelled, the rights of a contractor 
immediately are changed and it 
might be argued, therefore, that the 
resulting rights should be a matter 
of accounting record immediately 
upon the termination of the contract. 
The contractor’s rights are not meas- 
ured by the amount of the inventory 
value of the cancelled material on 
hand but rather by the amount ofa 
claim or account receivable for a 
larger amount. Therefore, theoreti- 
cally it could be argued that the claim 
should be recorded and the excess of 
the amount of the claim over the in- 
ventory value credited to some in- 
come account or to a deferred credit 
to income account pending final set- 
tlement. You will note that I have 
stressed the theoretical rights of the 
contractor, however we must recog- 
nize, even in this day and age, cer- 
tain basic accounting concepts. In 
this connection, I refer to the prin- 
ciple that profits must not be antici- 
pated or should assets be inflated. Ex- 
perience in recent months has proved 
that the amount of a claim as orig- 
inally determined, where the settle- 
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ment will be made on a negotiated 
basis, is frequently not the amount 
of the negotiated seetlement. In the 
interests of conservative accounting 
practices, it would seem preferable 
to retain the value of the cancelled 
material in inventory or to transfer 
it at its inventory value to a claim 
receivable account and defer further 
accounting until a settlement is 
reached or payment received, which- 
ever event happens first. It is further 
recommended that the amount of the 
settlement be recorded as a sale and 
the corresponding cost of the mate- 
rial for which the claim is filed should 
be charged to cost of sales. This 
accounting procedure is particularly 
justified when it is realized that in 
all probability the time may not be 
too far distant when the volume of 
business measured by income arising 
from termination settlements may, 
in some companies, exceed in volume 
the income arising from completed 
sales. From a practical point of view 
and based on experience, the fre- 
quency with which the amount of a 
claim as originally determined is 
amended, warrants the deferring of 
the accounting pending the settle- 
ment of the claim. 

Where a contract has been settled 
and it has been agreed that the con- 
tractor will retain the cancelled ma- 
terial as scrap then, of course, the 
question arises at what point should 
the acquisition of the material as 
scrap be recorded on the books. There 
are two possible methods; namely, 
co-incident with reaching the terms 
of settlement, or the alternative, at 
a later date when the cancelled ma- 
terial is physically scrapped. It is 
recommended that the acquisition of 
the scrap be recorded when the set- 
tlement is entered into and before 
the material is physically scrapped. 
Since the amount of the credit allowed 
the Governmental Agency or the cus- 
tomer is a credit to the claim receiv- 
able then if the accounting entry is not 
made until the material is physically 
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scrapped, the claims receivable would 
be mis-stated since the asset as of the 
date of the settlement is not a claim 
receivable but scrap inventory. How- 
ever, I strongly recommend that 
contractors obtain certificates from 
responsible employees within their 
own organization to the effect that 
the material in question has been 
physically scrapped in order that a 
record will be established in the 
event that the basis of negotiating the 
settlement of a particular contract is 
ever questioned. 

The acquisition by a contractor of 
cancelled material as scrap solely in 
the interest of effecting a speedy 
settlement where the contractor has 
no immediate need for the cancelled 
material as scrap would seem to be 
not only economically unsound, but 
would operate to penalize other con- 
tractors who are urgently in need of 
scrap. Therefore, a contractor should, 
where he himself has no urgent need 
for scrap in his production operat- 
ings, exhaust all effort to dispose of 
it by sale to others where it will be 
more effective in the war effort. 


Baruch Committee and George- 

Murray Bills 

It is not my intention to analyze 
the Baruch Committee Report or the 
George-Murray Bill, or any of the 
other several bills which are in var- 
ious stages of processing through the 
House and Senate. However, I do 
want to comment on two points 
which to me are more than just in- 
teresting. 

You will find that the Baruch 
Committee Report and the George- 
Murray Bill provide that, in sub- 
stance, the Government will author- 
ize the storing of cancelled material 
after the elapse of a specified number 
of days subsequent the filing by the 
contractor of inventory statements 
with Governmental agencies. How- 
ever, in my opinion, little benefit will 
accrue to our economy if cancelled 
material is stored. It will, in sub- 
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stance, result in economic waste. 

As the matter stands at present, 
contracting officers do have the 
authority to authorize the physical 
scrapping of cancelled material. Upon 
enactment of the pending legislation, 
the contracting officer will have ful- 
filled his responsibilities simply by 
advising the contractor to take an 
inventory, box it, and store it in some 
warehouse. I fear that the storing of 
cancelled material at the expense of 
the Government may be only a seda- 
tive to individual contractors which 
may actually aggravate an economic 
sore and cause it to fester. 

Let me refer for a moment to the 
statement of cost principles set forth 
in the Baruch Committee Report. I 
will not take up your time by recit- 
ing the several principles involved 
other than to quote Paragraph 3 (e) 
as follows: “Costs which, as evi- 
denced by accounting statements 
submitted in renegotiation under 
Section 403 of the Sixth Supplemen- 
tal National Defense Appropriation 
Act, 1942, as amended, were charged 
off during a period covered by a 
previous renegotiation, may not be 
subsequently included in the termi- 
nation settlement if a refund was 
made for such a period, or to the 
extent that such charging off is 
shown to have avoided such refund.” 

Difficulties develop in giving practi- 
cal application of this provision. Let 
me illustrate—let us assume that over- 
head which was incurred in 1943 was 
considered as an element of cost in 
determining the amount payable un- 
der the Renegotiation Act, and that 
excess profits were repayable under 
the act. Section 3 (e) provides that 
such items of overhead cannot again 
be included as part of the costs re- 
coverable under a termination settle- 
ment. If the amount of the refund 
under renegotiation was less than 
the overhead in question, then it is 
presumed that the amount by which 
the overhead exceeded the refund is 
deductible in negotiating a settle- 
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ment upon termination, however, let 
us further assume that no refunds 
were made pursuant to renegotia- 
tion. I am particularly curious to 
know how a contractor is able to 
determine whether or not the charg- 
ing off of such overhead in determin- 
ing the amount subject to renegotia- 
tion operated to avoid a refund since 
this information is within the ex- 
clusive province of the Price Adjust- 
ment Board, and strictly speaking, 
the contractor would be required to 
approach the Price Adjustment Board 
and ask them what their decision 
would have been on the renegotia- 
tion proceedings had the overhead in 
question not been included as a cost 
in their “closed door” deliberations. 


Organization to Handle 

Terminations 

In our Company an executive com- 
mittee was appointed to determine 
matters of policy relating to termi- 
nations. The members of this com- 
mittee are the Vice President of 
Operations, Vice President of Sales, 
Vice President of Finance, General 
Purchasing Agent, Comptroller, and 
Secretary. This committee is respon- 
sible for coordinating the activities 
of the Company with respect to the 
termination of war contracts and the 
establishment of necessary policies 
and procedures for controlling the 
settlement of terminated contracts. 

A working committee has also 
been appointed. This committee is 
composed of a representative of each 
of the members of the executive com- 
mittee. The working committee as- 
sumes the responsibility for devel- 
oping necessary procedure to carry 
out the responsibility of the execu- 
tive committee. From time to time, 
questions of Company policy outside 
the scope of the authority of the 
working committee are referred for 
consideration and decision to the ex- 
ecutive committee. 

The extent of organization within 
a contractor’s company necessary for 
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the efficient and expeditious settle- 
ment of claims must, of necessity, 
be influenced by volume. Generally 
speaking however, even at this stage 
in developments, it is increasingly 
necessary that a person, together 
with necessary personnel, be assigned 
to this work who can devote his ex- 
clusive attention to the problem. It 
is recommended that the person se- 
lected be one who is basically an 
accountant and who has a business 
point of view. Where the volume of 
cancelled contracts is substantial, it 
is recommended that the person so 
selected be clothed with sufficient 
authority to negotiate settlements 
and coordinate the activities of the 
other divisions of the company. Con- 
fusion of responsibility between the 
several departments of the company 
will inevitably lead to loss. It is not 
recommended that the person charged 
with the responsibility for effecting 
settlenients, should have the neces- 
sary qualifications to act as a pro- 
duction expert or a_ sales expert, 
however, the initiation of all activities 
necessary for the purpose of properly 
effecting an equitable settlement 
should originate with that person 
and clear through him. 

The responsibility of the .several 
departments of the company should 
be clearly defined. That department 
of a company which is charged with 
overall responsibility should exert 
all of its effort in effecting control 
and uniformity of policy within the 
several divisions of each department 
and between departments. 

While the preparation of claims is 
essentially an accounting function, it 
must be recognized that the efficiency 
with which this work is performed 
depends to a large extent on the co- 
operation received by the accounting 
department from the other depart- 
ments of the Company. 

The preparation and substantiation 
of claims cannot be disassociated 
from the disposition of cancelled ma- 
terial in compliance with O.P.A. 
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price regulations affecting the sale 
of such material. Decentralization of 
responsibility for the several phases, 
each of which is a part of a complete 
negotiated settlement, would seem 
to be impractical and undoubtedly 
would be unwieldly and confusing. 
The preparation of claims should 
therefore be centralized under one 
responsibility. 

Broad general policies and proce- 
dures should be reduced to writing 
and circulated widely among the 
responsible employees of the con- 
tractor and, if necessary, dependent 
of course upon the size of the con- 
tractor’s organization, general dis- 
cussions should be held in order that 
those who will be required to per- 
form certain duties will be familiar 
with the problem involved from an 
overall point of view, thus they will 
more intelligently perform their in- 
dividual specific responsibilities. 

I suggest that the following proce- 
dural practices, when properly con- 
trolled by a. central unit, will give 
satisfactory results. 


Responsibility of the Sales 

Department 

The Sales Department which orig- 
inally negotiated the contract and 
which generally will be first to re- 
ceive notification that the contract 
has been cancelled should imme- 
diately notify the operating depart- 
ment. The operating department, in 
turn, will immediately stop further 
production and determine whether 
or not it is possible to divert the 
cancelled material to other orders 
thus waiving the claim against the 
customer. If the material is diverted, 
no further problems exist, however, 
the operating department should be 
given discretion in deciding to what 
extent additional costs should be 
incurred in the interests of effeoting 
immediate diversions and at the same 
time waive the cancellation charges 
against the original customer. 


This is particularly true where in-. 
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tangible advantages can be realized 
through immediate diversions and 
where the possibility of subsequent 
diversion may not exist where time 
is of the essence. 

Where substantial losses will be 
incurred in diverting cancelled ma- 
terial, the extent of such losses should 
be estimated and approval obtained 
by the operating department from 
the customer through the sales de- 
partment to divert the cancelled ma- 
terial and at the same time the right 
should be reserved to recover the loss 
incident thereto from the customer. 

The estimate in this case, of course, 
will be prepared by the accounting 
department, however, in many in- 
stances it will be found unnecessary 
to submit an estimate and it will 
generally suffice if the contractor 
can assure the customer that the 
claim for damages will be reduced 
through diversion. 

The disposition of all cancelled 
material should be cleared by the 
operating department with the ac- 
counting department in order that 
the proper accounting records can be 
maintained of the status of the claim. 


Operating Department 


The operating department should 
notify the accounting and purchas- 
ing departments upon receipt from 
the sales department of information 
that a contract has been cancelled. 
This notification should inform the 
accounting and purchasing depart- 
ments of the status of the cancelled 
material and whether or not it will 
be diverted to other orders with or 
without loss. 

The notification should also advise 
the accounting department and the 
purchasing department if any spe- 
cial facilities or materials were ac- 
quired for the purpose of performing 
the cancelled contract. In addition, 
the operating department should ex- 
press an opinion concerning the re- 
maining useful value of such facili- 
ties or materials in light of their pos- 
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sible use in immediate production 
operations. 

Reasonable care must be exercised 
by the operating department over 
the cancelled material to prevent 
wastage by deterioration. While 
for practical operating reasons, it is 
often necessary to expose cancelled 
material to hazards which might 
give rise to loss, it is first necessary 
to place the customer on notice to 
this effect. 


Purchasing Department 


This department should notify con- 
cerns with whom the contractor has 
placed orders where it is necessary 
to cancel such orders. 

It will also supply the market 
price to the accounting department 
for submission to contractors where 
the cancelled material will be retained 
by the contractor. In addition, the 
purchasing départment should obtain 
competitive bids from others for the 
sale or disposal of material and such 
bids should be submitted to the ac- 
counting department to enable that 
department to take whatever action 
may be necessary in effecting the 
settlement of claims. 


Accounting Department 


The accounting department, through 
its termination group, should deter- 
mine the amount of the claims in 
accordance with established company 
policies and the provisions of con- 
tract termination clauses. It should 
control the cancelled material and 
maintain all information supporting 
claims filed and will be responsible 
for the recording of settlements in 
the books of account. 

It should also be responsible for 
the approval of claims filed against 
the contractor by concerns whose 
contracts have been cancelled and 
the processing of.such claims by the 
contractor against prime contractors 
or Governmental agencies. 
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Legal Department 


The legal department should ap- 
prove claims before submission to 
customers. It should also be charged 
with the responsibility of interpret- 
ing termination clauses. 


Example of the Disposition of 
Cancelled Material 


The contract was for several mil- 
lions of dollars. The cost of the ma- 
terial in process at the date of can- 
cellation was approximately five 
hundred thousand dollars. It was 
immediately realized that in all prob- 
ability, the cancelled material could not 
be used as scrap in view of the unusual 
chemical analysis involved coupled 
with the fact that recurring orders 
for like material could not be antic- 
ipated. To weigh the material on 
hand would be a substantial burden 
and would require many manhours 
of labor. It was realized that the 
physical weighing of the cancelled 
material for the purpose of determin- 
ing the inventory would be repeated 
when the material was disposed of 
as scrap by sale if a market could be 
found. In anticipation of this possible 
duplication in weighing, it was agreed 
with the contracting officer that the 
weight of the inventory would be 
acceptable on the basis of the theo- 
retical weight of the material deter- 
mined in accordance with standard 
industrial practices. This agreement 
with the contracting officer avoided 
the expenditure of several thousands 
of dollars and the consumption of 
many valuable manhours. It later 
developed that the contractor actual- 
lv had no use for this particular 
grade of scrap in his business. He 
was fortunate after much effort in 
obtaining bids from others in the scrap 
business. The material was sold but 
the purchasers of the scrap were not 
able to absorb this tremendous volume 
in their current operations and it was 
agreed that delivery would be made 
from time to time at the request of 
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the dealers. It was realized that com- 
plete delivery would not be made for 
several months, therefore actual car 
weights would not be obtainable un- 
til actual shipment had been com- 
pleted. Realizing this, the contractor 
again approached the contracting 
officer charged with the responsibil- 
itv of negotiating the settlement and 
recommended that the negotiation 
be completed on the basis of the 
theoretical weights and that any loss 
occasioned by differences between 
the theoretical weight and the actual 
weight would be absorbed by the 
contractor and likewise he would en- 
joy any benefits. Upon final delivery 
of the cancelled material as scrap 
the difference.in this case resulted in 
the contractor absorbing a loss of 
$202.38, which you agree is a good 
investment since the settlement was 
made several months earlier than 
therwise would have been the case. 
It is also of interest in this particu- 
lar case to mention that when the 
contractor invited bids from others, 
he requested that the bidders certify 
to the effect that they would use 
the material as scrap in accordance 
with all regulations of the Office of 
Price Administration, and the War 
Production Board. This is a require- 
ment of the Army and the purpose 
of it is to prevent the unjust enrich- 
ment of dealers in cancelled war ma- 
terial. 


Anticipation of Terminations 


Naturally if terminations can be 
anticipated the return to normal 
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business will be accomplished with 
less interruptions and upsetting of 
the economic system. With this 
thought in mind, it would seem de- 
sirable for contractors to review the 
nature of the orders which have been 
cancelled as a guide to the future 
possible trend in the type of material 
which may later be cancelled. By 
planning production, it may be pos- 
sible to avoid overproduction of items 
which, in the light of recent cancella- 
tion experience might possibly be the 
subject of cancellations in the imme- 
diate future. It is suggested that per- 
haps additional information concern- 
ing the possibility of future cancel- 
lations is obtainable if the contractor 
keeps in close touch with his cus- 
tomers and Governmental agencies. 


Conclusion 

The status of regulations and legis- 
lation affecting contract termination 
is in a state ot flux. 

Again let me emphasize that we as 
individuals have a responsibility to 
industry generally and more partic- 
ularly to the preservation of a sound 
national economic system. That re- 
sponsibility can be carried out only 
if we as individuals realize the im- 
portance of the termination problem 
and obtain a perspective of it in terms 
of its national significance for only 
then will we be able to do the job as 
it should be done and only then will 
we render the most constructive serv- 
ice to our individual employers. 
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By Saut Levy 


N planning our program on the 

Termination of Government Con- 
tracts in War and Peace, we have 
been almost over-awed by the para- 
mount importance of the subject un- 
der consideration and by the monu- 
mental difficulties which it involves. 
We were similarly impressed with 
the immediate necessity for dealing 
with these problems. Contract termi- 
nation is not merely a post-war 
phenomenon. The dollar volume of 
terminations which have already been 
made effective far exceeds the dollar 
volume of contract terminations at 
the end of World War No. 1. This 
circumstance has given us a limited 
preview of what an avalanche we 
shall have to contend with when 
hostilities cease. It has given all con- 
cerned the opportunity to deal im- 
mediately with these problems on a 
sizable scale. It has compelled us to 
develop techniques which will serve 
us later, as well as now. It has em- 
phasized the urgent need to formu- 
late a legislative framework and 
establish administrative machinery 
to enable us to deal effectively with 
the far greater volume of termina- 
tion claims which will confront the 
nation some future day. 

The successful conversion of in- 
dustry to a war basis carried with it 
the responsibility for the orderly re- 
conversion of industry to a peace 
basis. We are fighting for the pres- 
ervation of our system of free enter- 
prise, and total victory must bring 
with it a healthy transition back to 
a sound peace economy. It has been 
said that in modern total warfare 
there is but one front; that the home 
front and the fighting front are 
merged together. In a similar sense 
it may be argued that preparation 
for war and preparation for peace 
are both phases of a total war pro- 
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gram. The degree of emphasis may 
shift with the development of the 
military situation, but we cannot 
ignore preparedness for peace and 
achieve total victory. 

Certified public accountants feel 
that they have an important poten- 
tial responsibility in the administra- 
tion of contract termination. Every- 
one recognizes the wisdom of ex- 
pediting these matters so as to avert 
economic paralysis. It is equally ob- 
vious that billions of public funds 
cannot be disbursed in payment of 
claims against the Government with- 
out reviewing the supporting factual 
data to an extent which adequately 
protects the public interest. The 
books of account and cost records 
from which termination claims are 
prepared -are, to a large extent, al- 
ready under audit by independent 
certified public accountants. Such 
audit work usually can be integrated 
into the preparation of termination 
claims and coordinated with the re- 
quirements of government. Where 
the claim is thus supported by the 
report and opinion of an independent 
certified public accountant, govern- 
ment can rely thereon and be relieved 
of a large part of its administrative 
burden. Duplication of audit work 
can be substantially avoided. Both 
government and industry in this way 
can progress more effectively toward 
the attainment of the dual objectives 
of speedy final settlements and com- 
pliance with adequate protective 
procedures. 

In our afternoon sessions we have 
heard from representatives of the 
Army, Navy, industry and _ the 
accountancy profession, discussing 
principles and policies of contract 
termination as they have been ap- 
plied to actual cases that have already 
arisen. Tonight we are privileged to 
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listen to a discussion of the subject 
from the broad viewpoint of the legis- 
lative branch of our Government. 
Our distinguished speaker is the co- 
author of a bill recently introduced 
in the Senate of the United States, 
known as Senate Bill No. 1718 and 
described as “‘a bill to provide for the 
settlement of claims arising from 
terminated war contracts, and for 
other purposes.” 

The introduction of this bill was 
preceded by extensive hearings be- 
fore the Senate Subcommittee on 
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Contract Termination, of which our 
speaker is the Chairman. No one in 
public life is making a more valuable 
contribution toward solving the prob- 
lems we.are discussing tonight, and 
no one can speak with greater author- 
ity concerning the purposes and pol- 
icies expressed in this all-important 
pending legislation. We are highly 
honored to have him with us tonight. 
It is a great privilege to present to 
you the Senator from Montana, the 
Honorable James E. Murray. 








Proposed Legislation Dealing with the 


Termination of War Contracts 


By HonoraBie JAMEs E. Murray 
United States Senator from Montana 


I APPRECIATE the opportunity 
of appearing before this meeting 
of the New York State Society of 
Certified Public Accountants. I will 
confine my remarks this evening to 
a discussion of proposed legislation 
dealing with the termination of war 
contracts. The prompt and equit- 
able settlement of war contracts pre- 
sents largely questions of accounting. 
I cannot think of a more appropriate 
forum for the discussion of such a 
subject than this meeting of your 
organization. 

The success or failure of any pro- 
gram for quick settlement of war 
contracts will depend on the charac- 
ter of legislation which may be 
worked out and the preparation 
which the accounting profession and 
its clients will make in anticipation 
of the task. 

The termination bill about which 
I wish to talk to you—S. 1718—is 
entitled: 


“A bill to provide for the settle- 
ment of claims arising from termi- 
nated war contracts and for other 
purposes.” 


This bill was introduced by Senator 
George and myself. It was prepared 
after extensive hearings held in 
October and November, 1943. In the 
course of the hearings, it was demon- 
strated that the methods of settle- 
ment now employed are hopelessly 
inadequate to cope even with the 
limited present-day termination prob- 
lems. 

Under existing legislation and 
under existing termination policies 





of the procurement agencies, the set- 
tlements of terminated contracts are 
being handled in an inefficient and 
unsatisfactory fashion. Not more 
than 10% of the sums estimated as 
due on all termination claims sub- 
mitted to date has been paid. An 
increasingly large volume of claims 
has been pending for over 6 months 
and many claims have remained un- 
settled for over a year. Adequate 
working capital is not being provided 
during the period between termina- 
tion and final settlement. Materials 
released through contract termina- 
tion have often lain in plants for 
months and months before removal. 
The lack of appropriate contract 
termination legislation augurs ill for 
the inevitable period of transition 
from war to peace. 

Thousands of manufacturers who 
have contributed effectively to the 
war effort, and particularly the 
smaller subcontractors, are facing 
the prospect—upon termination of 
their contracts—of being financially 
crippled and rendered insolvent by 
the tedious process of settlement. 

S. 1718 is intended to provide a 
firm legislative basis for the quick 
and equitable settlement of claims 
arising from termination of war con- 
tracts ;—to provide for adequate in- 
terim financing,—and for the prompt 
removal of materials from war plants. 

In order to achieve these purposes, 
S. 1718 establishes an Office of Con- 
tract Settlement to be headed by a 
Director. It will be the function of 
the Director to prescribe policies 
which will enable the procurement 
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Proposed Legislation Dealing with the Termination of War Contracts 


agencies to use all possible methods 
suited to the needs of different indus- 
tries for the purpose of effecting 
speedy settlements, while, at the 
same time, safeguarding the Govern- 
ment against waste of public funds 
through extravagant expenditures. 
In this respect, Section 7 of the bill 
provides that “each contracting 
agency shall establish methods, suit- 
able to the conditions of various 
classes of war contractors, for deter- 
mining fair compensation for the ter- 
mination of war contracts on the 
basis of actual, standard, average, or 
estimated costs, or of a percentage 
of the contract price based on the 
percentage of completion of work 
under the terminated contract, or on 
any other basis, as it deems appro- 
priate.” It has been suggested, and 
I believe this suggestion is sound, 
to add to this provision the following: 


“To the extent that such meth- 
ods and standards require account- 
ing, they shall be adapted, so far 
as practicable, to the accounting 
systems used by war contractors, 
if consistent with sound account- 
ing practice.” 


The Director will be required to 
secure uniformity among Govern- 
ment agencies in the administration 
of termination settlements and inte- 
rim financing. In addition, the bill 
provides that the Director shall make 
regulations for the speedy removal 
of termination inventories from war 
plants in order to clear them for 
other production. This removal is a 
vitally important phase of the con- 
tract termination program. Without 
quick clearance of plants, industry 
will be unable to resume promptly 
civilian production and furnish em- 
ployment to returning service men 
and workers released from war pro- 
duction. 

The bill establishes as the policy 
of the Government on account of ter- 
mination of all types of war con- 
tracts, whether they be fixed price 
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or cost-plus-fixed-fee contracts, or 
any other form, and to pay such fair 
compensation to all war contractors, 
whether they be prime contractors, 
first-tier subcontractors or lower- 
tier subcontractors. In order to 
insure fair compensation to all war 
contractors, S. 1718 authorizes the 
contracting agencies to amend prime 
contracts—and to approve or ratify 
the amendment of subcontracts by 
the parties thereto—in all cases where 
such contracts do not allow fair com- 
pensation. This provision is of par- 
ticular importance to subcontractors 
because a survey made by the Smaller 
War Plants Corporation has shown 
that many subcontracts deprive sub- 
contractors of fair compensation, 
leaving them in a less advantageous 
position than prime contractors. This 
situation is the result of the failure 
on the part of the contracting agen- 
cies to provide a uniform termination 
clause for subcontracts. 

The Joint Contract Termination 
Board, under the Chairmanship of 
Mr. John Hancock, established in the 
Office of War Mobilization, has 
worked out a uniform termination 
clause for fixed price prime contracts. 
At the time of the promulgation of 
that clause, the Board indicated that 
it had under consideration a similar 
clause for subcontracts. So far, how- 
ever, no such clause has been pro- 
vided. 

Fair compensation, as provided for 
in S. 1718, includes, but is not limited, 
to the following: 


(1) Reasonable costs incident to 
termination and settlement ; 

(2) Reasonable costs of remov- 
ing and storing termination inven- 
tories ; 

(3) Such allowance for profit on 
the work done for the terminated 
part of the contract as is reason- 
able under the circumstances ; and 

(4) Interest on the termination 
claim. 


This provision leaves the door open 
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for the Director to use some or all of 
the principles of cost determination 
worked out by the Joint Contract 
Termination Board. I believe that 
it is entirely proper to deai in a gen- 
eral way with the various costs allow- 
able in termination settlements, and 
thus leave the statutory provision 
flexible enough so as to allow the 
Director to implement the statute by 
appropriate regulations as he deems 
necessary from time to time. 

The contracting agencies are au- 
thorized to settle termination claims 
or any part thereof, either by agree- 
ment with the contractor or by deter- 
mination if no agreement has been 
reached. Any negotiated settlement 
so reached is final and conclusive, 
except for fraud and renegotiation 
‘for excessive profits. Where an 
agreement has not been reached, a 
determination made by a contracting 
agency is similarly final and conclu- 
sive unless appealed in accordance 
with the provisions of the bill. 


In order to make sure that prime 
contractors and subcontractors have 
adequate working capital available 
while waiting for settlement of their 
termination claims, the bill estab- 
lishes a policy of allowing all war 
contractors interim financing to the 
extent of 90 percentum of their ter- 
mination claims. The Director is in- 
structed to prescribe the types of 
estimates, certificates or other evi- 
dence which may be required by the 
contracting agencies in support of 
such interim financing. 


Here again the bill attempts to 
keep the provision for interim financ- 
ing as flexible as possible in order to 
allow the contracting agencies to use 
all possible methods of financing, 


such as partial payments, direct 
loans, or government guaranteed 
loans. In case a contractor secures 


excess interim financing, he is liable 
to the Government for a penalty of 
12 percentum per annum on such 
excess. 
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This proposed legislation, I believe, 
will remove the danger of leaving 
terminated claims unsettled for an 
indefinite period of time, thus depriy- 
ing war contractors of their working 
capital necessary for the prompt re- 
conversion to civilian production and 
full employment so essential to our 
post war economy. 


Now, let us look for a moment at 
the legislative situation with respect 
to contract termination bills in the 
Senate and in the House of Represen- 
tatives. In addition to S. 1718, there 
is before the subcommittee, S. 1730, 
which was likewise introduced by 
Senator George and myself. S. 1730 
was introduced for the purpose of 
carrying out the general program 
laid down by Senator George’s Spe- 
cial Committee on Post ‘War Eco- 
nomic Policy and Planning. Substan- 
tially all of the provisions contained 
in S. 1718 were incorporated into S. 
1730. In addition, S. 1730 provides 
for the establishment of an Office of 
Demobilization and contains provi- 
sions for the disposal of surplus 
property. 

As you may have seen in the press, 
Senator George’s Committee met a 
short while ago and decided to rec- 
ommend to, the War Contracts Sub- 
committee to lay aside for the time 
being S. 1730 and to report as speed- 
ily as possible S. 1718 with certain 
amendments which Senator George’s 
Committee has submitted. The War 
Contracts Subcommittee in the mean- 
time has prepared amendments of its 
own, and I hope that it will be able to 
report S. 1718 as amended to the 
full Military Affairs Committee at 
an early date. 


In the meantime, the House Mili- 
tary Affairs Committee has reported 
to the Floor of the House, H. R. 3022 
which places control over all termi- 
nation settlements in the hands of the 
Comptroller General. The House 
Naval Affairs Committee has been 
holding hearings on H. R. 4496, in- 
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troduced by Mr. Vinson, which deals 
with termination settlements by the 
Navy and which gives the Navy 
Department authority to make final 
settlements. Finally, the House Judi- 
ciary Committee has before it H. R. 
4392, a companion bill to S. 1730, 
introduced by Mr. Kefauver. 

The legislative picture looks very 
confused indeed. The Congress is 
concerned with two important prob- 
lems which call for an early solution. 
The first problem is to resolve the 
conflict, as to whether the procure- 
ment agencies or the Comptroller 
General shall have the final say in con- 
nection with contract settlements. 
The second problem is, whether once 
the first problem has been resolved, 
contract settlements shall be dealt 
with by separate legislation or 
whether it shall be made part of over 
all mobilization and demobilization 
legislation. Let me address myself to 
the first problem. 


I believe that the conflict between 
the procurement agencies and Messrs. 
Baruch and Hancock on the one 
hand and the Comptroller General 
on the other hand, does not bring to 
the fore the basic problem of the re- 
lationship between the contracting 
agencies, the Comptroller General 
and the Congress. The procurement 
agencies argue that contract settle- 
ments would be delayed indefinitely 
if the Comptroller General is au- 
thorized to audit and finally approve 
all settlements, and Messrs. Baruch 
and Hancock fear that the Comptrol- 
ler General, under those circum- 
stances, might 

“quibble the Nation into a panic.” 
The Comptroller General, on the 
other hand, has argued that contract 
settlements cannot be entrusted to 
the procurement agencies because of 
their failings in connection with their 
administration of cost-plus-fixed-fee 
contracts which has often resulted in 
excessive costs to the Government. 

From what little I have seen in con- 
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nection with the Subcommittee’s In- 
vestigation of the administration of 
cost-plus-fixed-fee contracts, I can 
readily believe that the procurement 
agencies have much reason for their 
desire to keep the Comptroller Gen- 
eral out of many aspects of war pro- 
curement lest he discover a lot of 
dust under the carpets and in the dark 
corners of the parlor, left there by 
the careless housekeeping of the pro- 
curement agencies. 


On the other hand, it is hard for me 
to follow those who support the idea 
of placing the Comptroller General 
in charge of termination settlements. 
It is my firm belief as expressed in S. 
1718, that no matter what the short- 
comings of the contracting agencies 
have been in taking care of the war 
procurement program, the job of 
making contract settlements must, 
nevertheless, be left to them under 
the guidance of policies laid down 
by the Congress and implemented by 
regulations of the Director of Con- 
tract Settlements. It is my judg- 
ment that under such a program the 
procurement agencies will improve 
the efficiency of their operations. 
Having made the contracts and being 
in possession of all the necessary 
facts, the contracting agencies are 
in a better position to wind up ex- 
peditiously the war procurement 
program. 


In order to protect industry from 
the uncertainty of tentative settle- 
ments and enable it confidently to 
chart its future course, it is impera- 
tive that all settlements made by 
the contracting agencies shall be 
final in the absence of fraud. This 
does not mean, however, that the 
Comptroller General has no function 
in the contract termination picture. 
In fact, S. 1718 gives the Comptroller 
General the very important function 
of investigating settlements to es- 
tablish whether such settlements 
were induced by fraud. Further- 
more, there is no reason why the 
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function of the General Accounting 
Office should be as restricted as is 
proposed under S. 1718. While the 
Comptroller General should have 
the power to stop payments and to 
recover funds already paid only in 
case of fraud or illegal payments, I 
believe that the Comptroller General 
should be specifically directed to re- 
view termination settlements for the 
purpose of discovering negligent 
practices and waste of public funds 
and to report the results of his inves- 
tigations to the Congress. I believe 
that this investigative function of 
the Comptroller General is one of 
the most vital functions of that office. 
If the Comptroller General’s reports 
should reveal that S. 1718 does not 
adequately protect the Government, 
Congress could then take remedial 
action. 

One of the purposes in passing the 
Budget and Accounting Act of 1921, 
was to create in the Comptroller Gen- 
eral an agency on which the Congress 
could rely in bringing to the attention 
of the Congress all cases of mismanage- 
ment, waste or inefficiency in the han- 
dling of financial matters by ad- 
ministrative officers and of recom- 
mending action for the improvement 
of unsatisfactory conditions. These 
duties are set forth in Section 312 
and 313 of the Act, which direct the 
Comptroller General to investigate 
all matters relating to the receipt, 
disbursement and application of 
public funds and to report to Con- 
gress at the beginning of each regu- 
lar session, in writing, of the work 
of the General Accounting Office, 
making recommendations concern- 
ing legislation looking to greater 
economy and efficiency in public ex- 
penditures. All Governmental de- 
partments and agencies are instructed 
to furnish all necessary information 
to the Comptroller General. 

That, as I see it, is the important 
and proper function of the Comp- 
troller General in the picture of con- 
tract termination. This function of 
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serving as an investigating arm of 
the Congress is infinitely more im- 
portant and will save much larger 
sums than will the post audit by 
the Comptroller General of termina- 
tion settlements. 

This vital function of the Comp- 
troller General must be supplemented 
by a companion program of the pro- 
curement agencies and the account- 
ing profession to develop good ac- 
counting practices. The evidence 
gathered by the War Contracts 
Subcommittee in its recent study of 
the administration of cost-plus-fixed- 
fee contracts points toward grave 
deficiencies on the part of industry 
and the procurement agencies in ac- 
counting for and controlling the use 
of manpower and materials. Today 
in war production, this situation has 
brought about a shocking under- 
utilization of our Nation’s manpower 
and extravagant expenditures of our 
taxpayers’ money. During the earlier 
stages of war production the pri- 
mary emphasis was in the quick 
establishment of adequate produc- 
tion facilities and the development 
of mass production methods for the 
output of the necessary war material 
so urgently needed. There was little 
time then to establish efficient pro- 
duction and accounting controls. 
Better accounting practices and bet- 
ter housekeeping during the remain- 
ing period of war producton will 
greatly facilitate the handling of the 
termination problem during the post 
war era. Without such improved 
housekeeping on the part of industry 
and the procurement agencies, there 
may be a scandalous waste of Fed- 
eral funds when terminated con- 
tracts are settled on a large scale. 

The second problem, referred to 
earlier, is the problem of how ter- 
mination legislation shall be handled 
in the Congress. Should there be a 
separate bill dealing with termina- 
tion problems only or a general 
overall bill dealing with all mobili- 
zation and demobilization problems. 
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Two measures are pending before 
the War Contract Subcommittee 
which in one way or another would 
establish an overall mobilization and 
demobilization agency. One of the 
measures is S. 1730, which I have 
already referred to, and which in ad- 
dition to providing for contract ter- 
mination propose to establsh an 
Office of Demobilization and make 
provisions for the disposal of surplus 
property. The other measure, S. 1823, 
sponsored by Senator Kilgore is even 
more inclusive and would deal with 
the problems of cut-backs, surplus 
property disposal and training and 
placement of war workers and re- 
turning servicemen. 

Whether all these problems are 
dealt with in a single measure or in 
several separate measures is largely 
a matter of legislative procedure. 
The important thing is that the 
Congress deal with all phases of 
mobilization and post war adjust- 
ment. A contract termination bill 
calls for a companion bill on war 
surplusses and the two bills in turn 
are unthinkable without companion 
legislation on retraining and reem- 
ployment. However, all along, the 
War Contracts Subcommittee has 
felt that the problem of taking care 
of war workers rendered unemployed 
on account of contract termination is 
one which must be dealt with in con- 
junction with termination settlements. 
Industry, likewise, has all along de- 
manded a clarification of the issue 
whether dismissal wages may be in- 
cluded as an allowable cost in termi- 
nation settlements. 

Some time ago, the Subcommittee 
prepared a staff draft of a provision 
calling for the allowance of the pay- 
ment of dismissal wages in contract 
settlements which was widely circu- 
lated and on which we have received 
many comments. These comments 
have convinced me that any provi- 
sion for the payment of dismissal 
Wages in connection with contract 
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termination would be inadequate. 
There are formidable administrative 
difficulties in having Government 
funds placed in the hands of private 
individuals for distribution to dis- 
charged workers. Furthermore, the 
payment of such dismissal wages 
would discriminate against workers 
who are actually doing war work, 
but who are not doing so under Gov- 
ernment contracts. Finally, the pay- 
ment of such dismissal wages would 
not depend upon the incident of sub- 
sequent unemployment. 

Once the thought of incorporating 
a provision for the payment of dis- 
missal wages in S. 1718 is abandoned, 
the problem is, what should take 
its place. Some have suggested to 
tie the Wagner-Murray-Dingell Bill 
(S. 1161) which calls for a general 
extension of our social security sys- 
tem to the contract termination bill. 
Others have suggested that we take 
those parts of the Wagner-Murray- 
Dingell Bill dealing with unemploy- 
ment compensation and add those 
parts to S. 1718. Others have pro- 
posed to leave the problem of provid- 
ing for unemployed war workers to 
the future and not to delay passage 
of S. 1718. 

Another alternative is suggested 
by the provisions of S. 1823 which 
would provide for Federal interim 
placement benefits to unemployed 
servicemen and civilian workers for 
a period of two years after termina- 
tion of hostilities. 

It is imperative that we find some 
adequate provision which will pro- 
tect all those rendered unemployed 
during the period of reconversion. 
This important problem is now being 
studied and I believe that it can be 
solved without delaying in any way 
the prompt passage of S. 1718. 

That is the legislative picture as 
far as terminaion legislation, and 
S. 1718 in particular, is concerned. 
I hope that the enactment of this 
legislation will provide the necessary 
statutory basis for the quick and 
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equitable settlement of termination 
claims. However, no matter how 
adequate this proposed legislation 
may be—no matter how effective its 
administration by the Director and 
the contracting agencies, the great- 
est contribution towards a speedy 
winding up of our war procurment 
program when “V” day arrives must 
be made by industry itself with the 
competent assistance of the mem- 
bers of your profession. Your pro- 
fession and your clients must under- 
go a searching self-examination and 
only you and your clients can give 
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the answer to the question “is indus- 
try prepared when ‘V’ day comes, to 
wind up the war procurement pro- 
gram expeditiously and to enter into 
the period of reconversion fully pre- 
pared so that the country’s millions 
can be gainfully employed and the 
future of our democracy assured?” 

In conclusion let me express my 
thanks and appreciation for this 
opportunity to discuss with you this 
important national problem. My 
committee will be glad to have the 
aid of your organization on all these 
problems of conversion. 


May 





19 





1944 


Authors of Article In This Issue 





CoMMANDER J. Harotp Stewart, SC USNR, 
of the Cost Analysis Section of the United 
States Navy, is a C.P.A. of Massachusetts 
Society of Certified Public Accountants. 


Georce D. Batey, C.P.A. of Detroit, Michi- 
gan, is a vice-president of the American 
Institute of Accountants. 


Davip Davipson is Supervisor of the Contract 
Termination Division of the Carnegie- 
Illinois Steel Company, Pittsburgh, Pa. 


James E. Murray is United States Senator 
from Montana. Mr. Murray is Chairman 
of the Senate Sub-Committee on Termina- 
tion of Contracts. 


383 














alae K enegotiation? Amendment? Termination? Here is that “red-hot” 
regulation, that latest ruling, that brand-new form, that last-minute 
change or development. For sound planning, accurate decision, 
trouble-free action in wartime business relations with the federal 
government, the safe, the sensible practice is to follow today's law, 
today’s procedure as set forth in the GOVERNMENT CONTRACTS 
Unit of the CCH War Law Service. 


Loose leaf, kept up to the minute always, it provides at all times the 
“last word” in law or regulation, the very latest in form or ruling. 
And not the bare announcement f its existence, but the full text 
usually of the actual material itself as released by the authorities! 


Subscribers for this Service always know the what-to-do and why- 
O to-do-it of Army Procurement Regulations (PR's), Ordnance Pracure- 

ment Instructions (OPI’s), Navy Regulations, allowable Sosegues 

costs, VT loans, modifications, renegotiation, termina- |"Y ,.wavs 








° T 
tion, and all the rest. 
a COMMERCE) CLEARING; HOUSE, ING, 
PUBLISHERS OF LOOSE LEAF LAW REPORTING SERVICES 
New YorK 1 CHICAGO 1 WASHINGTON 4 
EmPIRE STATE BLOG. 214 N. MICHIGAN AVE. MUNSEY BLOG 
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“COST DISTRIBUTION AND PAYROLL 
COMPLETED TWO DAYS EARLIER” 


Despite a 30 per cent increase in personnel 
during a single year, a maker of aircraft 
parts has been able to handle payroll and 
labor distribution without an increased 
clerical staff. 


Through the use of Keysort, a McBee 
contribution to the tools of management, 
these operations involving approximately 
2000 employees are actually being completed 
two days earlier after the close of the pay 
period than had been the case before Keysort 
was installed. Payroll errors and complaints 
have decreased due to increased accuracy of 
the work and better all-over control. 





You mean 
SHE “co=pilots” 80,000" planes 


That’s the idea! She’s help- 
ing to “Keep ’em in the 
blue’—a task of supply, 
maintenance and repair 





Sy that makes the Army Air 
Forces’ Air Service Command the world’s 


place at the right time in the right quanti 
A.S.C. has standardized in its hundreds ¢ 
establishments the Kardex Stock Contr 
System this girl finds so easy to operate. |j 
speed, simplicity, compactness and up-td 
the-minute accuracy, Kardex Visible Re 


largest business. A.S.C.’s stock ranges from ord Systems meet stiff military requir 
carburetor springs to bomber wings—totals 
about 500,000 different articles—and flows 


in dependable streams to depots, air fields 


ments! Kardex shows the true current bal 
ance of every individual item at all times Be 


shows it at a glance with the exclusiv 
Graph-A-Matic signal, Remington Rand’ > 
With its goal the right thing at the right “seeing-eye of administrative control.” 


and outposts the world over. 


*The rea/ number is, of course, a military secret a 





aL | 


LETTE 


oe it 


FOR BUSINESS EXECUTIVES: 
Kardex Visib/e can match this 
performance on your problems of 
administrative control. Ask our 
nearest Branch Office to send a 
Systems and Methods Techni- 
cian. Have you got your copy of 
**Graph-A-Matic Management 
Control’’ with its 136 new case 
studies of ‘‘Fact-Power’’at work? 


COPYRIGHT, 8944 





SYSTEMS DIVISION 


REMINGTON RAND 


Buffalo 3, New York 





re 


AR 
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1 Simplified Payroll System 


uantii 
sia — completes records in half the time 
rate. i 
up-ty 
le Re ra ELIMINATES All but One 

equirs Record for Each Employee 


nt bal 
ime-{ p> SAVES Priceless Office Hours 


clusive 


Ran?’ p>» INSURES Tax Records Always 
* Up-to-Date and in Balance 


“sect — >» EXCELS in Speed and Simplicity 


Whether you have 13 or only 4 individual records for each 
employee, you can now eliminate all but ONE. 





Sounds fantastic! But it has already been done for the 
thousands of companies—who are using Shaw-Walker’s 
Simplified Pay Roll System. 


These companies are saving up to 67% of the time formerly 
required for production of pay roll records. 


The Shaw-Walker Pay Roll System is very simple. No 
machine is required. — Any clerk can operate it. — Anyone 
can understand the entire operation within ten minutes. 


We will gladly show you this system in your office or send 
descriptive literature, whichever you choose. 


“Built Like a 
& Skyscraper” 





Chrysler Building — MUrray Hill 6-1100 








LARGEST EXCLUSIVE MAKERS OF OFFICE FURNITURE AND FILING EQUIPMENT IN THE WORLD 
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A RELAXED TAX COURSE 


The pressure and strain of the 1943-1944 year-end work is now past. 
Many tax practitioners seek an opportunity to review their knowledge of Income 
and Excess Profits Taxes, and to “catch-up” by bringing their information up-to-date. 
To meet this particular need, BENNETT ACCOUNTANCY INSTITUTE offers a spe- 
cially prepared summer course of tax lectures with particular reference to 
Corporation Income and Excess Profits Taxes 
Excess Profits Tax Relief Provisions 
Operating Loss carry-back and carry-over 
Unused Excess Profits Credit carry-back and carry-over 
This course of lectures is to be given one evening a week throughout the 


summer, under relaxed conditions free from pressure or strain, and should prove 
of great value and benefit to those who are interested in tax matters. 


Illustrative problems will be worked out. 
It is planned to begin these lectures early in June. 
For details please apply to 


BENNETT ACCOUNTANCY INSTITUTE 
Director—Jacos Bennett, A.A., B.C.S., C.P.A. 


1775 Broadway New York 19, N. Y. 
Circle 7-0405 




















THE SOBELSOHN 
C. P. A. Examinations Training Courses 


offer intensive and effective preparation for C.P..A. Examinations in New 
York State and elsewhere. Three, Five and Nine Month Courses meet 


individual needs. Taxation Courses 

covering Federal and State income taxes, social security taxes, etc., fully meet ; 
the requirements of accountants and others seeking a comprehensive working \ 
knowledge of tax practice. 


NEW YORK C.P.A. THEORY QUESTIONS WITH ANSWERS 


By JOSEPH C. MYER, B.S., LL.D. 


Certified Public Accountant of the States of New Jersey and New York. 
Late Dean of St. John’s University, School of Commerce 


Revised and brought up-to-date by 
ANDREW NELSON, LL.B., C.P.A. 


and 


JACOB SOBELSOHN, B.C.S., C.P.A. 
NOW AVAILABLE FOR DISTRIBUTION 


renee 


For details, communicate with 
JACOB SOBELSOHN, C.P.A. 
250 West 57th St. (Fisk Building) Rooms 1327-28 New York 19, N. Y. 
Telephone COlumbus 5-0819 A Unittec 
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We're just little people 


We're just plain folks... but 
We're the folks who made this country! 
And we're the folks who will save it! 
Save it from wo things it’s got to be saved from now. 
The first thing is the Enemy. The second is the 
danger of Prices Getting Out of Hand. 
Here we are this year—after we’ve paid our taxes 
—with 131 billion bucks in our pockets. 
But only 93 billion dollars’ worth of goods to buy. 
That leaves 38 extra billion dollars. 
Sure, the easy thing to do is to take that 38 billion 
and start running around buying things we don’t 
need, bidding against each other . . . forcing 
prices up and up! 
Then people want higher wages. Then prices go up 
some more—and again wages go up. So do 
prices again. 
And then where are we! 
But us little guys—us workers, us farmers, us 
businessmen—are not going to take the easy 
Way out. 
We're not going to buy a single, solitary thing 
that we can get along without. 
We're not going to ask higher wages for our work, 
or higher prices for the things we sell. 
We'll pay our taxes willingly, without griping. 
We'll pay off all our debts now, and make 
no new ones. 
We'll never pay a cent above ceiling prices. 
And we'll buy rationed goods only by 

* exchanging stamps. 
We'll build up a savings account, 
and take out adequate life insurance. 
We'll buy War Bonds until it really pinches. 
Heaven knows, these sacrifices are chicken feed, 
compared to the ones our sons are making. 


. HELP 
Use it up...Wear it out. 


Make it do...Or do without. KEEP 


A United States War message prepared by the War Advertising Council; approved by the Office of War Informa- 
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tion; and contributed by the Magazine Publishers of America. 
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Leam something about your War Bonds 


from this fellow / 


THE BEST THING a bulldog does is HANG 
ON! Once he gets hold of something, it’s 
mighty hard to make him let go! 


And that’s the lesson about War Bonds 
you can learn from him. Once you get hold 
of a War Bond, HANG ON TO IT for the full 
ten years of its life. 


There are at least two very good reasons 
why you should do this. One is a patriotic 
reason ... the other a personal reason. 


You buy War Bonds because you want to 
put some of your money into fighting this 
war. But... if you don’t hang on to those 
War Bonds, your money isn’t going to stay 
in the battle. 


Another reason you buy War Bonds is 


a 
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for your family’s future and yours. No on 
knows just what’s going to happen after the 
war. But the man with a fistful of Wa 
Bonds knows he'll have a roof over his head 
and 3 squares a day no matter what hap 
pens! 


because you want to set aside some oa 


War Bonds pay you back $4 for every $3 
in 10 years. But, if you don’t hang on to 
your Bonds for the full ten years, you dont 
get the full face value, and... you wont 
have that money coming in later on. 


So buy War Bonds... then keep them. 


You will find that War Bonds are very gool 
things to have... and to hold! 





WAR BONDS to Have and to Hold 


‘The Treasury Department acknowledges with 
appreciation the publication of this message by 


YOUR NAME HERE 
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